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PREFACE. 


The exch^hg^,and currency sy.^tenis’ of the world 
are at present passing through a serious crisis. The 
following pages'describe how ‘he sithalion develoi)ed in 
India vind discuos the remedies, temporary and per- 
wfiich it is necessary to adop'. to plav^ o ir 
system upon a, sound hasi.*' Most of the chapteis in the 
hook are reprints of lettris and articles which were 
contributed to the press in thi course of tin* Wst throe 
nu^itifs, and which have 1 een collected w/th the object 
of lyesenting to the reading public a connected and full 
view of the problem in a cmivenient ham 'i’ho first and 
ttu last two chapters were specially wrTTTen for thi^ book 
to make the prc'-eiitation comjilete Facts a^jl statistics 
which could not be introduce 1 in newspaper articles 
ha%e been added and other alteration^, fmve been made 
to render the bo(ik 'more instructive and useful U is 
hoped ti?lfct the booklet will prove helptui to readers who 
w'ould like to understand clearly the t^xcliange and 
currency . positiiui in India and are anxious that it 
should be improved in a way conducive to the healthy 
and rapid industrial and commercial development ol tlie 
country. 1 am indebted to the editors oT the -Tnuv:^ of 
India ^ ih 9^ Sonant cf Jndia^the (.'oii/monn oaf and tlie 
Joyrital (f tho Indian Er(,nomic Sonet y for allowing me 
to reprint the letters and article'^, which origmally ap- 
peared in their papers and journals. Chaptets If to VI 
were published in the Timos, tl^e next feur articles 
appeared in the Sn^rant, the succeeding two in the C(jni- 
momvoal and the next was written for tlie J(>u'^tiat of 
the L E. S. 


Fergusson College, Poona, 
Slat Aufju.'^t 19 rj. 


V. G. KAi.E. 
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CUKRflNGY ttEFORJ) IM INDIA. 

I. ' 

INTRODUCTORY. 

“ No one Vill disjjute that th s fixity of excliauK® is itself 
Athantageoui and especially advaniSgooifti to the Indian^filoveiMi- 
But the question anseK. Does it follovn because the 
stability of the gold price oi the riipee has •lieea esta'dished 
^or purposes of foreign excLa^gtj that therefore, it u d\ l»e 
' aken for granted that all tins otiu'/ f.iuctic^l^gf good nionev 
are luldlled by the rupee as so ‘ lan.iced’ ’ —Prof. J. S- N' ho]- 
son 111 ' War Finance. ’ * 

^The problem of Indian ( .^onangoe and currency 
would not have be^ii oi'dinarily referred for conBidera- 
tion and^recommendations i(> commission or a 
committee like the one now sitting in London, after the 
definite pronouncement made thorerm by the Chamber- 
lain Commission only a few months before* the outbreak 
of the War. In the usual course, the recommendationi^ 
of that Commission would have been {^^^cepted ^y the 
Indian Government after opinic^is had boe^i invited 
from Provincial GovernmenV anti* commercial bodies, 
and the Secretary of State i( r Indiji had*8anctioned the 
policy to be adopted. In #ao^ the Government of 
India addressed the Local Governments and commercial 
bodies about the middle of 1914, calling for ftieir ’views 
on any points bo which they wanted to draw attention 
befbre their own views^cotiid be transmitted to the 
Secretary of State. The growing pre-occupations o^the 
war, however, precluded all this discus^on which was, 
therefore, postponed to a more* convenient time. 
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buring 4ho War itself, the syster/’of 6ur currency 
and exchange was s#rely tried * ^respect of the 
extraordinary increase the «3irculatic^i of paper 
money, the^aige demand for fresh rupees, the unprece- 
dented ^avourr44o hafaiK-e of trade, ^tho great rise in 
the price of sijver a, mi of €]]e consequent rise in 
^erlAjg exclfange. povernmont had tp face a very 
didicuTt situation from rime t; time. Tfiej’ solved the 
dit*iculiie.s in ihe hest^way possible under circum- 
sta,nccs**?is they arose, and rnodified the e^tis^ing 
practice to sui/ the new conditions. On the close of 
the war, it was nece^^.'l^y decide how matters could 
1).' restored pre-war ipu^itioii where there had 

heen a departure from the oi'l niactice But it would 
iiavo beelf^ or less a discussion of detaiL*’ and not 
o{ fundamental princijA^s, vhich latter, according t-t 
(o)vernnicnt, had not heei^. affected ^nd still conformed 
) o the prononncemn:t< of the Chamberlain Onjo^ission. 
Replying to a question in the House of Commons, in 
the beginning of the war, Mr. Roberts had tersely 
exj)lained the*chief aiiy of tha India Office with regard 
1o ilie Indian currency "o be ‘’the maintenance 

of the pxchan^ vakie of the rupee at 16d.,” the chief 
n.easure’^ of securinf it beinj:;; provision of a Gold 
Standard Rcsorve^an^ oth/* sterling reserves for the 
regulation of the cqiLaga v>f rupees and sales of drafts 
between England and^mKa ' 

T^he principal source of trouolo and anxiety caused 
to GofernAent was the steady ri^je in the price of 
silver, which could be secured with the grea^st 
difficulty in. the required quan|iti?^ It was, therefore, ^ 
the ^high price of the white metal which disturbed the 
fixed rate of exchange and necessitated the appointment 
of a currency committee. Thi^' is obvious from the 
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If 

budget speeoii l^Mr. Montagui'. auJ lo ^bjiervcd at the 
V e ry outset c^*f d iaw s •— * 

“1 will It oreiy >.iy ou th it t ipi H; .t n^ciu y i»osition 
I’t tiidia w,is a -o .rti) ot oat« iutU *iv t 10 ^ l(#ern:iient 

thi’oiigliout iho r, an .inx ety tlia'^ m;j;h^^iavo 1 roiirPU dis- 
.'su?r to Iftdia if it ' aj ia-ea toi ;ho«;;^>(-l\ help j’f tl^^o 
Anioric.itj ( jtn erni>’e‘'t ai,.l iho Aii^ri an i'lrliamont ^ tho 
passage ot tffo I*tti an A t T'k’ 'n'T''nf . tnaf.ion s nov. 
causing us renew d ;n\iet' o\. 'i/toi'", u.-,.. in t]u- yriei' 
t'l 8'l\er w’hiih has nei c> ,itate*i ■ * r..poi 3 of It is 

•i (IfP'i ult n,a iti r to .let :d(' lu)\v a g wm ai ill p# -a] piiiolias’iig 
silver 111 a isinp n arl et auu I h . . u. .ie'l**-, .ijipiant a new 
f'li'Teniy Ccii lu ssn n to iiuo^'i" ue 'Pa -u^ ition oair-iC'd by tn<: 
>’ise in the t ru c of silver I'^i e * • ■ w <>, 

This wys tl,e :}w C irroncy Conuiiitteo 

a]>pointed in June last it 'am'. 'xpeoi^ Tn tin' main 
^ suggest how the sierliii:-' of the ruiieo 

disturbed during W'iJ* time, parMculariy by the appro- 
ciatioij^f silver, might ho tabili^od in l otlu'r matters 
referred to it, were merely ^tib^idiary ind did not rolati* 
to the fundamental (luestion >*' Mi i lonotary standard. 

The terms of reference to the iVuri ene * Committee ex- 

• 

prossly restricted its ^phets* if hujuiry Tiu recom- 
mendations must be (jesigne<i i ^rtenapfUion tlie*existing 
gold exchange standard an^ iha^uoTtmn of e*ither int ro- 
ducing an effective gold st;^niar3fstirongiy favoured by 
the Fowler Committee, OT of flri'o.ving opej the mints 
to silver as was the case bffore 1393, was not to he 
reopened. Looking to the fact tlyat .silver had •'appre- 
ciated and was in^universai demand and that it was 
possible to arrrive at an international agreement in 
favour of bimetallism,# sorn^ peopb- thought that the 
Committee might be allowed to consider that aspect of 
the currency problem. But^ that had been deliberately 
ruled out The following answer to a question put to 
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the SecrcC:iry fif State In ’he House of CoQ'mons makes 
the position el^-ar : ^ 

« « ^ 

“ Mr. i’r;;t t h<*F( 1 cy ( • . In- 1( y:slat oi- of 1^93, whorehy Iho 
mints .ireS;l(!h*'(l u Ok* -r.-e cotnafye of siHor and a gold standtird 
h.is been (>Rtabli*-h^ i w ithii) tho scoi'o»of the ridorenco 
I g thejfJonim tt'“ < Vh* mi. renco wifl pornrf the Corainittee to 
I'onsiut-i'^.in lor jn.Tblishing tin- pric' of v-ilver that do 

not invv)lve tm vnionr '[■ > t ■ ■!! •'’allic standard. ” 

In rep^iy *o .'im tt-. r -pn stion it was stated that 
“the reopcMiiUK* o^ tta Indian mints to the free coinaj^e 
of Sliver woulci !■( :»'V(-rsal of considered polity 
based on t]i(> hn ^in ^^’ *rroe ^mpoitant commissions, 
and that it ould '■ *. -iHo be resorted to as a 
temporary ^i^it nt ' opposing; that the experiences 
of the period oi r W( re Viot <uhicient to warrant the 
reversal of thf ]»r .V\v .niriated in 1893, it could not he 
Ktat(Ml with an}' f ptronf? argiimont tht^t the 

recommende t loii ( t tht '/hamln-rlain Commission with 
respect to the .'Uitahiii^v 'd the exchange standard 
was 'inal ainl •mc''iri ■’.‘rtiblo The war broke out 
b(’^(iro the tindm;!' i-f ’mit body could he considered 
by the C^n'orinm^it ;.ijd nu people of this country, and 
they h. '.d alveady bocu . or'^cly criticised liy several 
people convt'rNarr^ the cuiTeiicy (piestio!!. 

Cnder these - ir^umstjike< and particularhv in view 
of the valuable experuV.cit. we have had during this 
war, tlje whoh* problem of Indian currency, finance 
and bank ini ''iiouh! have t'een referred to a strong 
commi‘ision and it will not be ‘ too* muGh to ask that 
such a comprehensive emunry sjiouid be ordered at an 
^early date, if the sc(>pe o: the Currency Committee’s 
inquiry could no: be wideneS as Mr. Montague told 
the House of Coieuk iis, it bould not. 
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Itwil^bo Wear from wh.tt ha'.'oeei^staU’d 'aBove,, 
that the of Stat^* wd’; satisfied with the 

prir.ciyal foconim^fl^iatioo's ^ot rh-' Challiherlaio C^)m- 
mission and wanted advice oni; wirh^ro^pocl to modi- 
hcations of currency practw-^- * aini^exc}%nf:e opera- 
tions necessitat'd by jhe et'^e^'ts ..i the war With 
the’ scope of its impiiry tno' :i'i*r<^vn‘d dov^yi, 4ho 
nio^t iniporlJnt tiiiostion wh.cli (uninittoe have 
to consider, will J)e tlio rao- ex 'iiaime. \V(* have 
(liscyssed in the f-dlowing j)ap'es*!he \ ariou^* proposals 
wSiicli have been made in conn *cfe u.^'vff h the stabilii:- 
ii,<!!: of rlie rate ol exchany*-, ami v/.> need refer to 
tinea here i>nly very J)netly. rate Inm been 

steadilv raised from tin* iove! at wbuni it wit^ put 
twenty years atto viz 16d , to i. m i'> the 
m)pre('ia1 ion of silver an(i It nii[) >^sil)ie to Ifnive it 

tnere or In make it deiioml turther rise. Not 

only 1^ sterling exchange t * trioa Imt it must bo 
so hx^i that il^ stability wii !>e ''-eured against 
future contingencies. dMiere .ire lOine wln> Itiink tfiat 
the sal'est rate will l)e 24d At that, r'^te of e‘xchang(?» 
the bullion i)ar of the rupee will ne hhd. ; that is t<» say, 
there v/ill be no danger nl th. g^niig to the 

melting pot till the price of silver ri-es ()()d, per oz ; a!<d 

it is felt that there is little^^ssilf d irv m silver .>oaring so 
high. Othcis strongly ohjeil tn Inch a gigh exchange on 
the ground that it will '•'lin^tln/pVvxiucors ni* (ixportahle 
cimimoditie.s and reduo.; our exports to the ^serious 
detriment of the country 'I'li-'V w?)uid keaip the present 
rate and propose s'uitibb' measures to maintain if there. 
There are still others who waiu (laveinment to go back 
to the old level of Ki^ and suugest means to stabilise^ 
the exchange at that rate I he first course is attractive 
owing tv) its simplicity. Bur it- econorn’c effects will 
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bp too serious to HiMcfi th:it rnfp desirablei* In Vie case of 
*th(' spconfl an(l*thc tliird if the j)^e' /f silver does 

not fall belovv/hf bullion }'ar‘- of tlu' ^-iipe?, ^^hich will 
be about r) 4 d. f<u ('X(.oan^'< at 2 l)d and IIUI for*a Ibd, 
GxchanKO% i^e'^suVes !rr)'-v be adopferl to protect llu* 
riipeo froni beiiu^^eltod and I'- inaintafn its character 
of a t()k(Mi coi!» ,It»is{)0S' !t:U ti providi' f »vo satc'^uar. ds. 
Phe lirM. js to r('ditce ttu^ aebilli( coiitevN cbt i]io rapi'p 
to such an oxt('rt *liat tne bull ion ^ aliu' t f the coin 
will 1)0 lower lliaii w«!nU(*v( r value we luav imnose 
upon its fa.cp. • \ vuriaticni of this method will he ft) 
mint a ni'w siivrn ^ i'Mi (.f ttus character with a fco e 
value far in exoe^v <,f jf irA^rinsic value. leavin>: the 
rupee tis it is, t<«^ff ippcoi; in tiuu' atid steadily to put 
larj^o (|uanl jiie^ ^-f tha" ■•om into circulation till nlM- 
tnah’lv il heeoni^ ‘ht < i ic/ ouency of tlu^ country 
This con.. sc <fo(^ tu * however, tind favour witff 
iiiany who stronj^ly din c? tc dohaseumfit of the coinage 
in any hirm n('haseme;r i'- •uudainly had and (i^cliief 
coin of a fumniry must l,.- an honest coin But 
(lehasoment may b( brnmrht about essential] v, ’chmigh 
not technically perhaps. *111 two ways- ( 1 ) hy reduc- 
ing the metallic nnten' of a coin while its nomi- 
nal valiu? remaiif^ unch.ai ged or* by isstiing a tiew 
light-weight* coin ; and ^ 2 ) h\yr, using the face or legal 
value of the cojn* wMile ^he metallic c )iiteiu is 
maintained 4ntac* In Y\inc^plc, and Itvrgely in etfect 
too. there is no ditfcrence between these two methods, 
except fl\at tjje first if> direct and the second indirect. 
When, therefore, the legal value of mbneyg.s put above 
its bullion value, i: ceases to bo tru^, mon^y, whether 
the procedure is characterised debasement or not. 
It is ii»necessary to add that sut)sidiary and divisionary 
coins stand on a* different dooting altogether from a 
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or; }ik( uun,- r tKc p;old oxchaji^^* »tami.*r(lr- 

To Cf iideinn t^^st of the ’w<* above methods jt* flui 
gru i.ti heing cfot^ii.N' mi'n^aiidto propose the -■( oiul, 

oeraii'-e i? doe^- ^ot sulTrr that Ai^ivvhack, oof, 

.'i^nijjibie TIk' nipiM most fernaio a^^feif (‘fio ^ vtot 
Minder an>( iecfivt' ^okl -landard as much a', linh ! .in 
^xcnanpt -tandard Du only^ stromf point \ 
arg'inieir of •the* opp; rlM^^ of the so-called Vp h se- 
meni ‘he Jnipftrt.'tiK »! '.eeping tlie token ( ot! as 
ne^r Ijv ihk. p) ^r, value. But it«*rnU': !>(> 

t>ortn‘ in '‘liiid that ‘oe di-aancf* hej^wetm th.e 'vso, 

'.(ot-evtr small in "in Hegiiining, may ijicri' !-i> in 

; e of Mrnc if si!v( r (ii^jn'eci.vti's in ^Jti^futu r* . 

Thi. second alternativf plan is (o stick to tm^ lu.ed 
txfoang^' valae of the r'ij)e(‘ by refusijj^W^ivi ( nm. 
•4i^iio’( s (,fnergen<des %vhf I! ^he ])ri^e of the '/. bite 
iU'al li'cs ^r) htgii rhat the hultion vahu' foe 

ra]jte v ( t ds its i oinin.k value. The ret i^.-l )f 
Gc/Virmnent to micash n(d(*s and to coin rupees irii i 
rising silver market wiU certainly depress tin- piice 
of silver and protect th(; rupee. With sang;;, .ids 
providf d, the occasions n, .^.ispend specie pays- c;ft 
will perhaps be verv rare, and by striding oi^i n Mie 
market Governinent will he abye to thwart*thc nani- 
pulations 'f silver deale r.s Bui* ht^w is this ;( oiedy 
bfcitGr than the debasement ofl^ic rupee?. If h iiase- 
ment is dangi rous politically* aiA otherwise, *we d<> ]n)t 
^ee how ( rovernment’s power of refusing the (pcash- 
ment of notes, is fc^e from the ‘-ame serious*dofe'^ t And 
this power is' to be exercised, bo it carefully noted, 
simply to maintain t'Ae i^titicial value of a silver token 

currency while our gold standard is to remain only an 

exchange standard ! The proper remedy^ will be to make 
the rupee a really subsidiar/ coin, legal tender to » 
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‘'iimited extent, to place the country on*a standard 
basis, with gold coins in ^circulation a^3,'^ith currency 
notes redeema*ble in gold and to aVow the free, import 
of the precion^ metals. America import^ed large quanti- 
ties of gold^'durki^ the vfar, and India will be able to 
obtain from that ^ountry and faom elsewhere* e.g. Souths 
Afric/, the gol(f required for currency purposes ReYusai 
to encas*li notes is a remedy to be resor‘ted‘'to in critical 
times and it will be a jcerfectly defensible, because 
inovitablfe* ste^ for Government to take in emergencj^s. 
Blit that cannqt be made a regular and necessary 
feature of the currency systeni. 



the’ ONL> COURSE QP^N. 

“ It aeeiuB tdlnie^hat the only way now out of our diAoult^cs^ 
is to follow tile example of Fraut e and the United States, and 
■while admitting tbe*rupee to unlinfited fender* stop coinage 

rupees and coin gold pieces instead h fear that the 

present half way house will not do. and untess wo place our 
ciPrrency on an automatic and self-adjusting b.isis. tho clouds 
tba^ are already overhead w^ll* thicken roll away”-— 

Mr. U. K. Qokhale in the Imperial Le<jislatire ('ouncil, J0J2. 


-One expected to see India’s currencpifsfem emerge 
lyjsoathed through the war ordeal and<hoped that Gov- 
ernment would take early steps to place it on a firmei 


firmer 

footing jhan it stood on before. Bat^what do we find? We 
are again drifting, God knows where, as we have drifted 
for so many years. You have very properly criticised 


in a recent article the lack of fevresight And prompt a(j- 
tion which Government has displayed in allowiDg our- 
exchange and currency to get into « nui^dle. The Bri* 
tish Government appointed a committee to discuss the 
problems of currency and eS^haim tarly last year and 
its interim report was publishid lon^ befoy the con- 
clusion of the armistice. The' Secretary of State for 
India's Committee will sit in July n^t and will suggest 
how our problems §}iould be solved I 

At the ris£ of being regarded as a pessimist I must 
say that I do not see % near prospect of India being 
given a genuine gold standard. Several peopld are 
enamoured of a gold exohangt standardT land the Cham* 
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“berlain Comnpission expressed surprise tJbM India was 
not content with its cheap and coRl^d^/,ent exchange 
standard and insisted upon the (Fowler Gomipittee's 
reoomm^ndatjon» being carried out as if, there was some- 
thing sacred in means of her exports of varied 

and valuable raw/naterials, India has the power of draw- 
ing tkd precious metal^ to herself and yet she is advised 
to be satisfied with the use of gold ohiy for remittance 
purposes and of silver tokens as internal currency as if 
she were \h the position of the Philipines and the S^traits 
Settlements! M^^ith a huge favourable trade balance year 
after year India ought steadily to build up a gold stand- 
ard, and our G gvgj nment ought not to deviate from the 
path leading to that goal. When the gold value of the 
rupee wasYncev^t 16d. twenty years ago, it was believed 
that nothing wastoasier than for the Government to p^. 
rupees in India for ^old tendered in I^ondon and to pro- 
vide gold in England foe rupees paid to it in thisj^ountry. 
The description of the Indian system as “managed** cur- 
rency was resented as an attempt at misrepresentation 
and it was believed to bp perfectly automatic, the cur- 
reYicy expanding and contracting according to the re- 
quiremepts of tjade.* No one dreamt that a time would 
come when the value silver in the rupee would largely 
exceed the fixed ratio^iQd t]j|Sit anxiety would be caused 
not by a falling but bjflv rising rupee. But the unex- 
pected hasfiappened ann^maintaining exchange'* means 
not preventing it from falling below a fixed level but 
keeping it fiY)m going above that point. 

When the exchange was artificially raised from 
«omething like 13d. to 16d., GomarnYnent made consider- 
able paving on the home charges and the exchequer 
overflowe^d witlk surpluses in Lord Curzon's time as a 
4ireot consequence. What Government saved was lost 
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by the peopl^IJic^thus paid imdire'ct taxation to make 
good the losses of thl^State T#easury. Similarly while 
the puttfng up of ^he exchange at 20d. wH> ^ saving 

to Government, it will spell codfeiderabjo^ss to produc- 
ers and expgrters.^hough^mporters wil] benefit to th^t 
extent. Loss to Government is,^f course, in tjieNong 
run, loss to th4 country, because it must raise by addi- 
tional taxation the.funds required ^to purchase silver at 
a high price if the financial responsibility is**not in- 
dirfttly thrown upon the shoulders of ajarge section of 
the public. Such questions^ have to be decided on a 
balance of conflicting considerations a^.-^^inte rests. By 
raising the exchange Government avoids a J oss, and 
importers and consumers of importeflp^rtmrnodities 
bene fit. But on the other side, the prociucers, the agri- 
cuTOrists and the ^Indian manufacturers suffer to the 
.great detriment of the country as ea whole, for it must 
not be forgotten that our exports normally exceed the 
imports by a large margin and the benefit arising from 
a high eichange does not coiyiterbalaflce the loss 
inflicted. Fixity of exchange is an extremely desirable 
thing and we purchased it at a heavy*coiy:^wenty^ears 
ago. We are called upon to pay foa it again anfl yet wc 
are told that India’s exchange mn^ard is perfectly 
scientific and eminently satisfactofcl • ^ 

They must have been extraordinarily sanguine 
people who thought that the opportunity afforded by^he 
conclusion of a lasUng peace and the inauguration of 
the League of Nations would be availed of for the adop- 
tion of bimetallism. The ^pply of the precious metals 
is and will long remain too short for the world’s laige 
demand for them, and the great Powers copld have come 
to an agreement on the question of bimetallism, the 
.adoption of which would have benefited the whole world. 
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--The poIKicalcobsfacle which had stood' in Jfee way, was 
fortunately removed the uniqup^ ^Mortunity has 
been lost and* we have in prospect, S feerious scramble for 
gold and silver. *.As I have stated above, India lias the 
power o^f dVawvjggoli toTtself in payment for her excess 
exports but we shall be askedi^o content ounselves with 
ah eabhange standard^; and without a free flow of gold 
into the country we cannot have a satfsfa^story currency 
system. Whether one admits it or^not, the exchange 
standard* has hopelessly broken down in India though 
its collapse wll^be attributed solely to war conditions. 
Bimetallism seems out of the question and India svill 
not have the ^yyjjjange standard. The only course left 
for our Government is to develop a gold standard and 
insist hpdtf^i^ee inflow of gold and the free circulation 
of gold coins. 

I am as keen as any one else upon the desirabiTTty 
of Indian people eoonomising the use of th^precious 
metals as currency and of a more extensive circulation 
of paper money. But it is futile and unfair to expect 
any substantrtil improvement in this respect in the near 
future and I feel too much is being made of the hoarding 
habit gi the jjpopke. If I read the situation correctly, 
the absofption of the precious metals in India will 
increase instead o/diainisj^ing. With increasing popula- 
tion, with the tfxpangwn of trade and industry and with 
the spread of Western' cimlization, the demand for gold 
and silver, both as^currenoy and in the arts, is bound to 
grow.* Theimprovement of banking and the spread of the 
habit of saving will certainly tend to.counteract this 
tendency but it will be year% before the effects become- 
apiifeoiable. Let an ordinary man save something and he 
will convert it, into silver trinkets. If he saves more he 
will invest it in gold. Anything over and above this will 
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alone go to^^ffk* What a quantity offgold*one seew^ 
nowadays on tg^wsons of meain onr cities in the forms 
of chains, Jjuttons.^f^gs and #ins! Poore^ people want 
their decorations in silver and gold, •wMch is^ besides, 
their bank, their standby in flmes of di^ciilty. Much 
is being made of ftie 120 %rore8 of the rupee coin absorbed 
by the Indian people in four yea|^. It i? not diffibiilt'to 
calculate how much interest this amount would have 

earned if it'had b^en invested. But after all, it means 

• • 

ar^at^^orption of one rupee only per yoarper htfhd of the 
population. And was this absorption ^ot justified, to a 
larfee extent, by the high prices of all the necessaries of 
life? Prices have gone* up 100 per cent.; and 

how could these be paid without a substantial addition 
to the currency? It must be borne in that note 
•^njulation too simultaneousfy increased 100 per cent. 

I do not wish to mipimise the'importanco of the substitu- 
tion of j^aper in the place of metallic money in our 
currency. But let us not exaggerate and forget the 
vastness^of India and of her ignorant and poor popula- 
tion. The backwardness of Ipdia and* her status of 
dependence ought not to be allowed to stand in the w5y 
of her getting a satisfactory sysrtenv^f currency and 
exchange. It is up to the poveiyment of India to make 
up a firm stand. 
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“The function of a logislatop as r^ards currency to do as 
yttle as possible* Almost any currency of which the position is 
certfin will do its work Airly well. Frequent j^hanges in its 
basis disturb expectations and infuse a spirit of unrest into busi- 
ness. They may all aim^at iiysreaied certainty, but their effect 
must on »ko balance be increased uncertainty. They resembl^ 
the frequent waAings of a patient in order to administer sleep- 
ing draughts ”~Prof. A. Marshall. 


In my last^f^municatior^on this subject I attempt- 
ed to show in a general way how it is necessary for our 
Goveriwn^t. .j^iberately to adopt a currency policy 
which will be ste^idily worked up to a gold standard aj;}^ 
pointed out the opposition that will hpe to be overcome 
if that goal is to be re^hed. I propose now to ^o a little 
deeper into the subject and offer a few remarks on the 
solution of the problem requiring immediate attention- 
Bimetallism is^obviously out of the question and Eng- 
land, for instance, is considering how its gold standard, 
which during the^wa; had been partly set aside, might 
be completely i^stored^t the earliest date. A return to 
silver raonometallijm^luch^s we had before 1893, seem? 
to be unthinkable afterfpll tne currency reforms we have 
' attempted lince the time of 4he Herschell Committee. The 
third alternative course is that of maintaining the gold 
exchange standard which finds favour with a section of 
financiers and economists. But it must.be rejected in 
view of India’s strong position ag a producer and exporter 
of commodities which are in constant demand in the 
outside world, and of her power to draw supplies of the 
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precions m^lst.in sufficient quantities, not to mention^ 
the losses anff ^conveniences attending *our exchange 
standard. JV#Jre, therefore, driven to theialternative of 
a full fiTolJ standard which may be slowly but securely 
evolved out of tie existing poaitien. Th^aoKnf nations 
of the worM hav# it, and conditions 'in India are not 
unfavourable to its development in this# country. One 
may go even lurther and say thal; a gold standard's the 
condition and measure of India’s growing commercial 

and industrial prosperity. • • 

% * 

So much about the immediate future* Now to come 
to Hhe present situation. Here is the Government of 


India faced with the necjslity of buy^^ilver at a dear 
rate and of selling the rupee in India at a loss. It will 


be contended that Government havin^^g^iifumed the 
^ligation to maintain exchange, mu8tj)ear the loss aris- 
ing out of the discharge of that responsibility. If the 
etchange falls, it is bound to prqyide gold in London 
for rupees offered in India and if it rises, it must give 


rupees for gold tendered in England. Government has 
disowneS any such obligation when the*intrinsic value 
of the rupee exceeded the mominal and it was called up(5n 
to sell the rupee for 16d. when its,co8j; of maiyifacture 
was 18 or 20d. It may* forego thcwprofit fficidental to the 
coinage of rupees, but it could n« gj beyound that and 
incur losses. The gold stanJardjreservahas indeed been 
built up with the main object ofirits being u^d for the 


maintenance of exchange, and it is said that Government 
should reimburse itself out of that fund for aijy loss it may 
incur in maintaining fhe exchange. The fund came out 


of the pockets of thai people, and there is nothing wrong 
if it returns to the people. That the fund laboriously 
built up in the course of years and forming the bulwark 
of our currency system, willlie soon exhausted if it is 
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-^sed In the way suggested, is not a conclave argument 
in the opinion of the criMc. The fa^ Sic the matter is 
that the extraordinary risr whichf'has takfeR place in 
the price of silver was never anticipated and the only 
anxiety^Govemnent ^ad* was with reference to a fall in 
exchange as a result of an adi^rse trade balance. The 
eiseiice of the Vhole system was that thejupee was to 
be a token and as, with a rise in the pricS of silver, it 
ceased to be a token, that character was to be reimpart- 

t i 

ed to it by putting up its exchange value. At any r^te, 
the metallic valye of the rupee could not be allowed to 
exceed its face value because the sale of rupees under 
those oirumst^c^s was an unbusinesslike proposition. 
The Indian system was developed with one principal 
aim iirvi^^i^ii^mely, to enable the Indian Government 
to discharge its ^terlin/ obligations in London. 
the experience of the last few years proves that India’s 
position is now extremely strong in this reject and 
that there is more than ample provision for keeping 
up the exchange if it ever betrays a tendency to 
fall. 

Leaving aside this aspect of the question, the critic 
will suggest tl^t Gcrvernment shpuld not sell councils 
in Londoif and providrfrupe^ here if that transaction 
is costly. The India Affic% may very well draw upon 
Indian fuijds locked ufl in England for discharging our 
obligations there on acc8unt of the home charges, 
Then^ith regard ty our creditors, let them remit gold 
to this country, and it will b^ manufactured into 
sovereigns in India to the great benefit of our currency. 
But where is the gold ? It is no cdboern of ours, replies 
. the €\fitic. If other nations want our commodities let 
them pay us in gold. The^ difficulty experienced by our' 
customers in making payment to us must lead to a 
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reduction exports, the cheapenieg ai Indianr 

prices and los^'^o producers, tfhe policy of putting up 
the exc;Jiange will praducu ^kiilar results, discouraging 
exports and im]|Osing los^' s upon prfxkiyrs, '^hile, at 
the same time, i^will stin'iilate impojts^na reduce the 
balance of«trado in Tndise’s favou’*. will beneht the 
importer and the foreign manuf^itiirer fo the detreme^it 
of the lndian*pro*ducer. The Indian people wilf benefit 
to the extent to wJiich they consume foreign commodi- 
ti^ tgit will lose heavily as producers. This i«*certainly 
not a comfortable position for the peoftlo as a whole to 
hnS themselves in. The Secretary of State for India, in 
whose hands lies the authority to ini^ioi^ policy, will, 
as before, be guided by the advice of London financiers 
and these will recommend no mcasures^^ij^cli ^re cal- 
^“^caijated to diminish the by notneans large stock of gold 
in England. It w^l be saidThat India’s best interests 
are boun^ up with the maintenance of London’s position 
as the financial centre of the world and that while the 
Empire will suffer by the free flow of gold to India that 
gold will, on coming here, only wasted by being 
hoarded. This has been the burden of the complaint M 
London financiers against India and yjas at thg back of 
the mind of the Chamberla^in Cetnmission w^ien it set 
its face against India’s clai^ tcJ«a gold standard and 
a gold currency.* It is, tbereforJ.^oreHhan ever neoes- 
aary that the Indian poin^ view shoul3 be clearly- 
expressed. 

* The Chamberlain^Coi^missiun itself based its opinion at regardt 
the unsuitability* of an effective gold standard in India on the con- 
-victlon that it was not neoe8|^ry in the bast interestt of the country. 

It hat, however, noticed the mutually destructive arguments that 
^ India should be encouraged to absorb gold for the benefit ^)f the 
world * and that she should be refu^ facilities for obtaining gold to 
prevent the drain of gold to India. 



vurrency Reform.* 

, The Times oft India has consistently advocated si 
n?old staiidar(? and a gold currency for t^^^ountry and 
there is no stronger critit* of the pqljfcy««f drift which 
Government have pursued for the past rfiany years^ 
Let it c^TTY cn *1116 agitation vigorously till a sound 
system comes TO ,be adopted in Indi^. Assuming for 
the moment thjt, there was netscape out eff the diffi- 
ciiltifs with which Gorernment was cpnfjonted but to 
put up the exchange, one may inquire if it ijs not prac- 
ticable to restrict the,leg 9 l tender quality of the rupee 
to a certlfin fi;^ed amount and thus reduce it to /ho 
status of a subsidiary coin with a view to reduce ^tho 
demand for that s^ilver token, If this suggestion could 
be accepted, itiw^oiild be a measure of permanent im- 
portance, facilitating our progress to the goal of a gold 
standard. temporary measure it may also be pro- 
posed that the sih’er contents of the rupee may 
ed so as to lower its gold value to th» level of the mar- 
ket price. This cannflt be characterised as debasement. 
The rupee is, after all, a token coin and we may either 
enhance its nominal value as Government has, done or 
reduce its silver conten/:s while maintaining that value. 
Sut Gresham’s Law will here come into operation and 
the heavier ruq^es will be drivem out of circulation. 
The embart-assment of#jrovei;pment will increase instead, 
of diminishing as,a ilnnsqquence. The suggestion is 
not of coujse to’be se^iftusly taken, and I have referred 
to it because I came acfos#a proposal akin to it in the 
newspopers some tipie ago. 

Taking the currency system as it* is-^it cannot be 
changed in a moment — and supposing that Government 
does not pay for the loss duo tef high prices of silver out 
of the gold reserve maintained for supporting the ex- 
change, then there is no alternative but to raise the 
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flominSl value of the rupee in proportion to the rise, iit 
the price of^be white metal. The demai^ fo'V rupees" 
will thus be rt^Sced and there •will be loss to the 
State oja tk^ coinage.* The i^a of making notes incon- 
vertible and theieby economising^tho d§ei>f juries can- 
not be entertaine j for a moment. Su^pdnsion of specie 
payments has been resorted to in Englai^d; but in Tndja 
nothing must be attempted whicli is calculated ^o ^hake 
public confidence as such a step is bound to do. The 
use of paper monef’ may be pv^pulijrised by a compaign 
of jul^lic education in this re.spect, but the immediate 
utility of this measure is doubtful. The masses in India 
take a long time to digest j^uch thing^and no material 
relief may be expected aUng this linoi %e early issue 
of a public loan will servo to bring currency b^cl^ to the 
Government Treasuries to a certain ex^ehr and a big 
•y^^ce loan will give some help. JTlfe conclusion of 
peace and a favcuirable monsoon will facilitate the 
restorati(^n of things to a norrflal condition, to the 
lowering of price.s and to a reduction in the demand for 
rupees. Jf the restrictions on the import of gold could 
be removed and a quantity of the yellow fnetal got intp 
circulation, the situation will become a little easier. It 
is in the above directipns that relief ts, to be* sought 
and, in the meanwhile, the ivholelproblem must be re- 
considered with the object^ of jldptoving the Indian 
currency system and placing it pe4*mane*ntly gn a sound 
and satisfactory basis. 
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I^EPLY •to critics. 

^ “ Put I repeay)m*poBterouh as tlift proposal s, anif calculated 
as k Ks to cronto {greater |vils in fhc near future, it is the duty of 
this Co^^^resa to enter its emphatic protest ^fjcalist this latest 
currency nostrum as against .my other panacea whhrh may have 
tor its Q^iject an alteratitin o^its currency whicii, I have said, is 
all rlKht— a cuirency against which people iiave never complain- 
ed, a currency which, in the opinion of all sound experts, is the 
most suitable .and convenient to the people of India and ev?ry 
way benetu'ial^ t^eir m. itefi.il progress. '~I> E. Wacha at the 
Madras session of the Indian National Coni/re^s, is^>s 

lit m’y ia.,'.t^wo communications I dealt with (1) the 
permanent meascires of fmprovement which it is nec^l^ 
sary to adopt in order to place the Indian currency 
system on a sound footing so far as it is possible to 
achieve this end and (2) the steps that may be**immedia- 
tely taken to relieve the present situation which the 
high price of i^ilver ha^ created. As regards the first, 
1 expressed the view that the silver standard and 
bimetallism beijjg impracticable, it is desirable for us to 
evolve aft effective ^ild sjtaiidard system out of the 
present exchange ^ta^ard which is only a half way 
^ouse for a comitry Ijie India with its growing com- 
merce and industries a\id its increasing favourable trade 
balance. As regards the second, putting out of consi- 
deration tflfe idea of the loss on exchange being made 
up by Government out of the gold reserve, I suggested 
two alternative courses, viz.^ (li reducing the silver 
conjfnts of the rupee and (2) putting up the exchange to 
fbring it in a liup with the price of silver. I likewise 
.mentioned other measure! which were calculated more 
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or less to iri<;_rea^e the quantity of cufrent^ iii« citcula,-^ 
tion and give Svjing relief. I l^id particular stress, as 
your reader,^ Ruist* t^vo se^, on the ^ormous loss 
which producers and exporters will.Jmve to sustain 
owing to a rise in the exchangB and ^as* cAeful to 
point out tjiat wifatever gain may he made by importers 
and the consumers of imported coinmo*dRieB, it wiy wot 
be sufficient ciunterbalancc tTic serious los% which 
the country'as a vyhole will suffer. 

altomativo plan is to reduce the silver in the 
rupee. This seems very simple. Bi^t *few have any 
id^ of its utility as a remedy against the currency ills 
with which we are imgiediately c^if^mted. People 
want more rupees and let us suppose that new light 
weight coins are turned out of our min^s. pht into 
, circulation. Are we to retire flie old jupees which may 
be calculated atabjut 325crores? Or*aro the two coins to 
be in circulation simultaneouslyi^ The former process 
will take years to be completed and the latter course 
will lead to confusion. The heavier rupees will be 
hoarded or melted and the monetary stringency will be 
intensified at a time when more and more currency *18 
needed. We must consider coolly /or^ a momgnt if it 
will be wise for Government to adopt a policy, however 
beneficial to the mass of tfie peol 5 je,^which is likely to 
create unrest, loss of oonfid?nce and confusion. Ignor~ 
wnt people will compare the^new rupee with*the old to 
the former’s disadvantage and will feel that (govern- 
ment is tampering with their currency. Tffeir credulity 
will be taken.advantale of by wily folk and we havo 
had sufficient experience of such transactions already. 

I do not think that any responsible Government, parti* 
oularly the Government of India, will embark upon 
such an adventure which is fikely to bring unnecessary 
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trouble of a serious character. Wliate,veirone may think 
of the suggested remedy o^reduciijg ‘the ^silver in the 
rupee as a mea8ij]|;e for better and normal times, it may 
prove wCrs^ tlKp the (fisetise in times li^e the present 
The examples*of the Phil^opines *and ^he Straits 
Seltl^ents are«quoted to show how thirteen years ago 
Governments in those countries protected'*' their token 
silver currency by adopting drastic measures to reduce 
the quanUjby of metal !n tile coins. But a study of the 
history of thosd operations will show that the Govern- 
ments concerned Sid not find it an easy job to displace 
the old coins lighter tokbys. And this work was 
mere child’s playwhen compared to the conversion of 
enormoas 4intaflsiocs that the Indian Government will 
have to carry ou(.^ 1 did not prefer the method of rais^ 
ing the exchange to lhat referred to above because ’it 
was less costly, but siiiy)ly because wh’ile it entailed loss 
upon poor producers, it was free from the dangers and 
risks of failure which are likely to prove more serious. 
Government toc^must have refrained from resorting to 
that remedy for the extremely cautious and wise consi- 
derations pointed outjabove. The practical difficulties 
involved in^he filan favoured by }’6ur correspondent B. 
F, M. are not so slight mat Gbvernment may ignore or 

make light of thepi-* ' * 

‘ Now to^3ome to the golcj exchange standard. B* F. 
M. has drawn a harrowing picture of the poor cultivator 
who loses hia hard«earned income to a considerable 
extent by the artificial appreciatidh of the rupee. As 
pointed out above, I took the same wew of the effects 
of the high exhange as he does. *But I wonder how his 
sympathy for the poor rayat vanishes into thin air when 
he supports a gold'exohange*etandard and a token rupee 
with a face value largely above its bullion value. The 
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elaborate caTlul^jtions he has given aboui the rayat’s 
300 .bags of pr#(Kic% .would ha^?e told hun that with 
exchange a^l6d. and fhe bullfon value of the rupee at 
12 0 / 13d. as we Aust have unc^prUae ercli^ge st/Cindard, 
the cultivator is np less a loser to an appreciable extent. 
This loss th*e cultivator his suffered froui year to veer 
since the closure ^f the mints. If was on behalfcoi the 
poor rayats that the Indian politician* put up a brave 
fight for years together in opposing* the policy ^pf 1893. 
It i^ako for the ultimate benefit of the iK)or rayat as 
also of other classes that the advocates*of an effective 
gol(f standard have carried «n an agit£W;ion. Well may 
B. F. M. cast a cheap flin^at the raucft fAused Indian 
politician. I do not want him to defend hiiy^ #Osily let 
Bt F. M. calculate what large apiounts rtie Indian rayat 
h-sjpaid in indirect taxation^ to Goveyntnent during the 
last twenty years at a direct effect of its gold standard 
policy. I^t him realise the enornfous loss the country 
has suffered all these years on its exports and then bless 
the exchange standard. As a system to be adopted in 
a period of transition, it may be telerated. But to extol 
it as an ideal system for a country like India, is some- 
thing to which it is 4ifScult to reconcile eneselfT I do 
not know from where Prof. i’anaAdikar got his infor- 
mation that leading nations ip thcVc^ld have adopted 
or propose to adopt the gold exchange standard ! I do 
not think foreign nations are ffucfi fools that they will 
be content with the third# best whe» the fi,^st beftt is 
attainable. It is trma tl^t during the war even Eng- 

• The Indain National ^ongress passed resolutions ftrorgly pro- 
testing against the Governmeni^ policy of changing the currency 
system of India, and Messrs. Dadabhai Naorojl, D. E. Wacha, ii. 0. 
Butt, Ookhale and other political leaders never wfaried of demona- 
trating the detrimenul effeets of thalfpolicy on the well-being of the 
•mass of population in India. 
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laiid hatj, to a ce/tain extent, to abandon ^er effective 
gold standard. But it had to abandoji ^uaany other good 
things. And'ull of them pe beinp«restor6d .without *the 
least avoidable d^iay ; and India is probably tne only 
large cbun^fryViP the \Vorl«d with a huge favourable trade 
balance, which is satisfied \ 5 jith a full l^gal tender 
citrr^ncy as tht- chief medium of exchange. There is no 
reason why this state of things should^noti be improved 
and India should not evolve a currency system which 
will better promote its ecbnbmic progress. The condi- 
tions necessary for success in the attainment of ' the 
goal are present in India and yet some of our thinkers 
would hug the ^exchange standard to their bosoms 
because it prevails in the Philippines and the Straits 
Settlemen-tsM.and is regarded by Western economists 
and financiers as suitable for poor and dependent orien- 
tal countries ! 
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‘ A more important les^on tins histor> te.iclii" i. 

statenu'fit luiw^o arnerally m.ido fii.u India too •poor a 

fouatry for circulation of ^old co -us is ut aupport's] i,\ the 
tacts of fho case, as flit \ » an he a.sc<Ttai*nsl Ir. v th,* h^sto y of 

fh^ \^irirs under Mahratta rule K.ea >.vocntes oi 

silver curreuev might horrow a leal Ironi the.i Imini-tiMtiot' ol 
Mt;:iil and M ahr itta rah rs tnd then* is piarioi'y in re ison 
why ■ fho gold C('> ns wore iif dein.ind J ’# v.^irs ago. there 
sliould not he a similar natural item.ind lor^ue.'-i caans in our 
present condition ol greatic extended coniia. um .ind#l), diking 
activity”,— -Just, ICO M. (i. Kauade. 

^The position of tho<e who af^vrftMto tho .steady- 
development of theindian currency sy-toni in tiio direc- 
tion of ai^ otTectivo ^old standartf, is < tlen misunder- 
stood and inisropresented l)\ theli- critics who ,iro f. und 
to de^^cribg the supporters of a f5.)ld standard as people 
carried away by mere sentiment* or by the prlamourof 
gold or by political prejudice. I want hero to make 
clear the attitude of tkinkers who VoiJl i iiave*in this 
country a system of currency unSer which gold will be 
the standard of value and jvill l)e freely exchanged 
in internal and external trade and iincfer wl^ch paper 
currency will be freely conveA^^d into gold if and when 
that is necessary. This ^oes not m«an tha^ goIdTnust 
be used in daily transactions as silver is used to-day ; 
nor does it imply that gold should be pushed into circula- 
tion at the cost of paptr and in order to displace it. 
All that it means is this. Gold being universally 
favoured as the standard of va^ue and being adopted as 
auob by the leading nations of the world, India which 
2 



26 Currency Refgrrn- 

has large dealings with these nations canAot help fall- 
ing into line yrith them. • It was for jeason that the 
countries of the Latin Ution and others fido^^ted the 
gold 8tand?.rd^fn*eir hfmds were forced hy circumstances 
which they could not control. A lotion must have a 
stable foreign exchange, and ft free mint and an ade- 
quatli sppply of curreacy. Bimetallism, which was tried 
for years in Europe and America, failed h satisfy these 
requirenjents and hpnc^ the almosLuniversal adoption 
of the gold stvidard that we see to-day. , ^ 

Advocacy of the gold standard is not to be taken as 
necessarily impljing condemnation of bimetallism *as a 
system or thJ rejection evefi of the silver standard if 
adopttti •uqder suitable circumstances. But nations 
which count not t^en kindly to the first, and the 
second has becoftic^hopeless. When there was an o\jpor-% 
tunity, when silver was steadily falling or gold steadily 
rising, causing endless troubles in Europe, Aqierica and 
Asia, nations could not come to an agreement and had 
to shift for themselves in the best way they cpuld. Go- 
vernment in this country had demonetised gold and 
placed its system on a silver basis long before its ex- 
change* ^roubleii began. Popular demand for a gold 
currency had been refected.though backed up by several 
high officials and elpertq. Mints were closed in the 
teeth of a large volume of public opposition in 1893 and 
the gold standard was adopted finally in 1899 with the 
avo^ved ol^ect of its being made effective in course of 
time. But Government did qot hold steadily even to 
this policy and developed the exchange system on which 
the Secretary of State for India &ow wants the recently 
aplfbinted Currency Committee to place its seal of appro**^ 
^al. This brief aoooux^t of the Indian system is a hie- 
iodry of Government's drifting into a position from which 
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it does not ^antito move, though it fs noj satisfahtory. 
The policy initiated in 1893 gave stability of exchange 
and benefited fh^b (jkwernmen^lrreasury afid people who 
had to diake remittances abroad, but^Jt ^achieved thia 
end only by transferring the k)stfes on to tifh sSoulders 
of the people. That policy continues*to-day, and it is a 
reform of that policy which iij souglft by thos^ w^o 
advocate theii^evelopment of an effective gold standard 
in India. We have had enough of tinkering, and what 
is now required is a consisfant,* continuoua«and bold 
polhcf of reform. ^ * 

• But does not the present exchange standard in India 
satisfy all the needs of th^ people that^n attempt should 
be r; ade to have it altered? Does it not give a stable 
sterling exchange and provide whatevej currenc^— gold 
or silver — the people want ? What dogs it matter if we 
hafe a token currency so long as it fields all the advan- 
tages of a gold standard without lits cost and inconven- 
iences? Do not the masses want rupees and is not the 
parity of the silver coin with gold succesfully maintain- 
ed under*the existing system? Is not aa effective gold 
standard, therefore, a superfluity and a gold currency *a 
costly luxury ? I shall attempt a.bri^f reply.to these 
questions. The British currency system is ttie envy of 
the world because under ft gold ^ogns the standard of 
value and is freely available* for ajl kinds of exchanges. 
Other nations which have adopted that syste*m are not 
in the same happy economic circumstances in |vhich 
England stands and have not, therefore, Ven able to 
attain its per/ectidn. •Nevertheless, they attempt as 
close an approach to»it js possible. At one end, there- 
fore, stands England on the free gold basis, and op the 
other, countries like India which have^a gold standard 
but with a limited convertibility of their internal curren- 


/ 
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* cies into gold^ Nothing is perfect in thfe wwld, and the 
gold standard is not an exception- Bvt^t is unquestion- 
ably better thin the oxchafige stai\^aVd wfiichjs adopted 
only because other is not attainablej^ It is tlius not 
sentimentafiry'or poliAca‘1 prejudice, but the best inter- 
est of the people, which sways rurrencV polioses in other 
countries that T(emant^,s a reform of the Indian system. 
All Eur5]^e w nations, large and sniallj anVl the U. 8. A. 
and Japan nave adopted^ the reform,, 1s 'Tndia to bo 
singiihir^li lie/ wisdom/' 

Oh’ !)u: til ' of India do not want a gold sfan- 

dard am' in''* • iirrency IVojV'^ not want it! i^c6ple 
who wort' 'u-c^/ 4’>'.o{' t'- a currency for thousands 
oi years m _:()ln wa'^ di-moneti-'od in 1853? Do the 
British*pet^plo ’A^ant a gold currency? A minute fraction 
ot the p'^pui:/' Tfi i»i (Treat Britain lias occasion to « 
handle Ihe " ieg^n and silver fonys the bulk of *thc 
rurrency u-e'' ! y the f nasses there And yet they have 
a gold st. linin' ' and a gold currency. Similarly the 
T lasses Ir ha v/il! their silver currency, the 

subsidiary c 'i*;,ige ol i^upees, but Iho^e wlio want, will 
freely ime giUi‘ eoi:.-. H it»is contended that a gold 
curronci' i- i, '^'i’anfed. !;y the people, it may be urged 
with e.iual C 'n ny that cv.rrj*iicy notes are not favoured 
]\v tlietu i'cea ,' • th/ kUik of the population rarely hand- 
les p/iper^!', >y i nr paper currency i-, growing 

steadily in V limie (_■! 've^imeiit (uighr now to restrict 
the lagal tender eha^act-'- of ruyec^^ to an amount of fifty 
or one hunefred*. and i-siie notes cimvertible into gold 
above the dem inination of fifty rupees. People will not 
complain as tlieir^ dealings ai^ hi small amounts for 
whiq^i they will have their rupees all right The great 
advantage of t\i$ reform lies in obviating the loss the 
country suffers by having*to convert the value of its 



The Exchange Standard. 2^ 

• * 

exports into*the*IocaI currency by an ar: ir^c ial •ineasure, 
viz., 16d. or 20(1. tfoty- rupee. Tly.'i lo-sc i^- . r.ax inion poof 
people who ^;aftnot •jftjord ir ^Thc excr.ar:*^ standard is 
a device forced u]).m a nati ai by of the 

fort'ipcn rein ittaiiC('^ it has niTikc' i‘ _ .(f There is 
serious dilh^’.ulty ixperici^eeil in findinj: ^ dd and 

purchasing it with the local currency i,^ ma^ietif 

vsilver or pape/ Rut fortunatidy India ncs ann*ially a 
large favourable trade balance and can ^a^ily meet its 
obligations to Kngland and *. 111 .* in additioit* import 
quafttfties of gold in satisf.ivTioi' of (■!aim'^ upon 
othor countries. It is unreasonable under these condi- 
tioi s to say that India mu^f he.vc an ^'axv standard 
and ' hat the demand for an ehVcMve c 'tardard is 
based on sentiment or preiudi^T. 
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hr^ve long b^l.eved tlrat a gold currency is wanted in Indian 
that Its introduction ought to be an object W gradual, if not 
immediate, attainment ; and that the British GoverHasnt ought 
to adopt^measures frora'tirae'to time towards that end 
" On the whole it seems clear that, while in all other bra'nc^ies 
and departments of adininistration we endeavour to give to India 
the best of everytlung, so far as /we can, yet in respect of metal- 
lic currency deRberately wltl/iold from her the first-rate 
Hrtiolj atjd . I fiord her a second-rate one".— Sir Richard Temple 

I do uot thKik it necessary to take up much of your 
space in noticing Q\e further criticism of your corres- 
pondent, B.F.M We are perfectly tigreed in thinking 
that the rise In the exchange is an evil and, means a 
serious loss to the producing and poor classes in the 
country. Wa^ differ only as to the practica|;)ility and 
advisability of the remedy for the evil, he specially 
favour^, namely, the minting of light-weight rupees, 
B.F.M A fepeatdd eFaboration of, the illustration of “the 
300 bags of produce” farrier the discussion of the main 
question no further *’116 has not shown how the pro- 
posed ligkt-weight cfcins will be put into the hands of 
the people and will circufate along with the existing 
325 <?k>res the okl heavy ru^)ee8 without leading to 
hoarding, melting and confusiqn at a time of acute 
monetary stringency There is nothing theoretically 
impossible about the proposal tind it may be carried out 
in certain given conditions. The question is, can the 
suggestion be irsefully pyt into operation in existing 
circumstances ? And the reply will have to be a matter 
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of opinion basedLupon the teaching of* history and pra- 
ctical experience. It is best to leave the point at that. 

B. F. M. oti^uously confounded the measures I 
suggested Tfor a steady reform of our currency system 
with the steps ftiat may be ^d(jpted tor immediately 
relieving the present situation ; and nfuch of his diffi- 
culty is clearly due to this confusion? el shall, there- 
fore, pass ovQf hk remarks in th&t connection »nd%ball 
only notice 'his reference to Japan. He does not see 
much difference between the *gold standard gjrstem of 
th&lf country and the system we have in €ndia because, 
according to him, there is no gold in cfrculation and the 
principal currency consistjf of notes and silver tokens 
in Japan. The test of tJe.real gol!l standard is the 
convertibility of the chief currency ; and knows 

as much as I do that, while the Indialll notes are not 
coifvertible into gold, the Japaneses notes are. There 
may be gold in oirfiulation or thej’e may not be. The 
national Currency, excepting the subsidiary coinage, 
which alone is a token currency, must be by law con- 
vertible mto gold. In 1916, which is tbe^ latest year for 
which complete official figures dre available to me at 
the moment, against 601 million ^yen worth of notes 
issued by the Bank of Japan, as^ much ^as million 
yen was held in gold coin %nd bullion and nothing in 
silver. In the same year the Japan^se^mint issued 20 
yen pieces ( gold coin ) wort|j aljoht 42 million yen as 
against only 4^ million worth of silver coins; and 
there were in circulation 46 million*yen inegold and 117 
million yen in silver (^ins. These figures will speak 
for themselves when Jaken with the explanation offered 
above. B. F. M. again defers to Japan's gold assets to 
the extent of 1209 million yen held abroad and aslf^ why 
India should insist upon hawing her ^old sent to her 
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Infitead of a'l it to remain in London. First of 
all, it must borrip ill mind that for ^ears before the 
war, Jap.m anuuaiiv fhe trade biilanfei going against 
her and 'unl, therelore, ^ysfeiaatic^illy to proVide for the 
liquidaU'vi* jf^’ieiMiebttto foreign countfios by holding 
gold ohro'id 'diL-^v’ar brought uiK'xampled prosperity 


to^rlapan in ib 

i'-i n‘'P('ct as may he .seen froin thefollow 

ing /itu5es 
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72.950,483 

^V;Th a ’ 

■irge trade balance normally 

against her 

and ^);Ning 

exp >rt the procioiss metals 

to meet her 

oblige tion<, it 

is no wonder that Japan should hold her 

gold assets .v 

)iMad. What is India’s position, on the 

other hand ? 

The b.alance of tride is, as a 

rule, in her 

favour, and India imports large quantities of gold every 
year, to the dismliy of certain people, even after meeting 
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her foreip^n obi igt^t ions to tho full. Aud yet, be it yoted 
that India hoTds her gold in lauiclnfl (c*;- very 

lar;.;e extent. ^I- H‘>t*lieari that.l iidi:i‘ ; (lold 

SfandareiK^serve a’ abftu* -Jt) ‘^}Yct^ or abiait 3a'M\i!litui 
yen, is ItHai’od in^Lo id >n .ind MiaW a')oh^ Va oi- 

56'> ’nillivMi bel# > ’i • !hi]i -r (Jurronev li rve 

is h(dd in the same ]dacc ^ Tv- s-u»iild 'pi‘^\e know > Mn-^t 
India rendered^vai^iable li.l;' .> th^ Idnipire ein rii.ij:* f he 
war by k 'opiniy her y.)!d in 1 i>ve ‘UiJtnt i( ie - in L )ndon 
and that many of ht'r < nrreney* unJ liiianeial ''ibles 
rcsuiiefl diri ctiy from Im r C ' ;* ^ibnl ion to 4lio s’lcee'-^fiil 
pr<--^geun‘on of tlm '>n-a';gl(‘. 

"everal of your e t. re^p. ifidiO^ts seen !o thim: that 
it wil: oe futile lo uL^itate tf-r ;in olfectl^o tJodd standard 
when it has been ruled out by the authorities, aiii^ay lx* 
seen from the terms of rcference^to tho Ourroncy Com- 
mittte. The cry of the critics of Ootornment’s ])olicy 
did indeed prove useless in ]S9o, in 181)8, and in 11)13, as 
also for seferal years before that But that dons not 
render the agitation for reform unnecessary or less 
valuable. •The reformer's task is to fight ^ for a >ound 
currency system and standard of value, under vhich, 
the chief national currency will be freely con\ “rtdble 
into the standard metahand will be oasiTy^ava^ljfldc for 
internal and also external paymeiUs. We had ^uch a 
system before 1893, though it was .silver standard. 
Gold or silver, tho system must bg ftiitomatic and must 
conduce to unhampered convertibility and exchange 
Both gold and silver coins freely circfulatcd jn indfa for 
centuries, but Governmtnt demonetised gold and went 
in for the silver standard- It tenaoiously clung to .-lilver 
when conditions were ftvourable for the adoption of 
gold. Men like Mr- Laing, 3ir C. Trevelyan, Sir Rivard 
Temple and Lord Northbrook urged thafagold currency 
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was among the urgent wants of India and commissions 
of inquiry endorsed their views, which were also the 
views of representative institutionsand imn; but Govern- 
ment stuck to silver Later on, \<rhen gold appreciated 
and tha Indian exchange^went down, Government ran 
away from 8ilver»as if in a panic anddvent plump for the 
gpld standard. « Deficits stared it in the face, additional 
taxation seemed impossible and dange^ou.j and a certain 
class of people would give it no rest till the silver 
8tandar(j^had been abandoned. Government was told, 
on the other side, that there was nothing wrong witL the 
currency, that tfie nation as a whole did not require a 
change, and that/.he remedy for the deficits must not 
be sought in ftie ftbandonmeiit of the silver standard but 
must he found in other measures. But Government was 
over-whelmed the prqspect of deficits and the agita- 
tion for a stable*a»d high exchange, and made light of 
the opinion expressed by several people to the effect that 
A monetary standard of whatever metal, ij that by • 
which a nation as a whole measures its transactions in 
buying and sejling; and in that acceptation there can 
be no doubt what the standard of India is. Make what 
laws you please, it will remain silver. ”( Lord Aldenham)* 
Whab did ’Government achieVe by this change of 
standard ? It put an ^d to*its deficits only by transfer-^ 
ing its burden fo tlio shouWers of the people. It set up 
a fictitioife standard, *tVe exchange standard, by which 
to measure the nation ’§ transactions in buying and 
selling. Tke mondy required fo make up the deficits 
did not fall from the sky and thSre Was no magic in the 
new system by which funds coqld be raised without 
taxation. The country had to'^ bear additional taxation; 
onlyMt was not seen. Granting that the new arrange- 
ments made exc"hange stable and that the loss of the I 
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state treasury be!ng the loss of the iiatiop, it, htfd *to 
be met by the pe^l^, it cannot J)e said that a currency 
system ^is. gat58fact(5yr und%r which pdbple can be- 
taxed and be njade to pay for its .ipaintenance in 
an indirect and unknown fray. Such t^xafion is 
undesirable, and ^innecej|sary, and *if necessary, it 
is unevenly distributed and is\ detfi(!iental to^ the 
interests of laVge fjlasses of people and in the long run 
of the whole natio^ itself. This is an important aspect 
of th^ question which must* be *firmly grasped. Sir 
James Mackay (now Lord Inchcape) wns^asked by the 
Chjfirman of the Currency Committee of 1898 to state 
what gain Government h^d*made by t^e qjosing of the 
mints, and he replied that it was 1<S crores of rupees. 
The following are the questions and replitfJ^^ which 
ensued : — 

“That would hfive been.an increase on the taxation 
of India ?— The taxation of India#vould have had to be 
increased in the last five years to the extent of 18 crores 
of rupees to put the Government in the same sterling 
position as it is to-day. 

“Who has to pay that £ 9,000,000?: — It has bee*!n 
practically an indirect tax on the preopie.^ I hope a good 
deal of it has been got out pf the sterling buy^r on this 
side. 

“(Sir David Barbour) — Does your c*alculption refer 
only to the drawings of the Secretary of State ? — That 
it all. 

“Because, therd are other charges to be met in India 
which are settled or fxed on a sterling ba8is?-No doubt. 
This is purely bills and telegraphic transfers, “ 

Assuming that there was no escape left forGf^vern- 
menL other than the establishment of tlie gold standard, 
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did it consistonU:f' pursue the policy laid (Jowti by the 
Fowler Committee and nccoptcd by itself? No. Knowing 
tho.t the oxcliiniige standard v.-as a , only for a 

trai-sitiorvil \U' of t. i,igs ;iiu] as a pe?nianent 

■'y<roi!i*it ’.»-as into].;r;K)lc, th >fc FoninuLn^o ir:i';»eraroly 
tccm iiiK'ndtMl thc'grndij d ovol^i ( ion iif 'f ^ tnio 

gt^ld standurd by a gold ■ji’roucy It 

said:— ‘'Jjooking lorwald as wo do to ^r.e ^d'eciive osta- 
htislnnent in i ndia of a g<dd standard: and c irrency 
based on^the princip!(*s of''the free inflow and nittiow 
of gold wo r(‘r,n'iimend l,hes(‘ moasuro^ for adopfton. 
Under an effectivA' gold standard, rupees would be token 
coins, subsidiary k) tin' sovofeign. But exi'-niiig eondi- 
fcioiis do not vvanaAit (ho itnpoMtion of a liini^ o:\ the 
amountrffif which thev should constitute a legal tender; 
indeed, for sonieMimo to *»ome, no ‘^uch limitation can 
be contemplated. *• * 

t 

This was in 1898. « During the past twenty years 
we have built up a largo gold reserve and the nightmare 
of an adverse exchange has been effectively scotched 
Our imports of 5 gold arc large and note oirciilafion has 
inlireased. Has not the time come for a forward 
step in the direction indicated by the Fowler Committee? 
Why should we hontinuo to measure our transactions in 
buying and selling by I'h ariiHcial monetary standard 
when the need oor it has*" passed a\vay ? When we 
arc talking of recoustFuckon, why should we not 
reconstruct and impr )vo our monetary system ? Why 
should ‘the ^Tirreiioy c’ommittee be .lobarred from 
discussing lhi> question ar.d he 'asked to regard the 
exchange standard as a '* settle(^fafrt ” ? 
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A RVPEE OR A XE\V.C )1X ? 

Tile l-ow'.‘, ( omn'ittf'o .md other*’ h.ivo atlvo*,it 
t'll a ■jjnlci etanViid .•ud a (.:ohl currtMuy not i hiIvit <'urn* ( \ . o'- 
flte porrn nein arro:i*::on .'nf tor countrs Tlu' time has 

com*’ whon w c 'h'»t hf < n vjdor wlu-Phcr si'ould not j^itcr on 
♦ !ni*’r%t >t ige 'if o'lr < iii-reticy poln ' ,ii'il;».> m lo»th<‘ '’O’ti \ f'0 of 
P'olii j)it‘C« , a 'piitriM' Silver, hdvsfvor ‘"rllo i#<‘svnt,t( nnlinot- 
(Mi tet il tchdai lUit .1 time mu i come wluMi '(.K t vniII Invo 
O’l'a- *istri('red i in'i.nt os roioici ^id ,^dd will ihon 

h.-t\e). li( Mu’ ['roi iucJcoitM*? the C(’..ril r , * K (lidvb.iK in 
flu Siin.'rnie ro'xisl.if ivc Council, l''C'. 

One (]uostioii of the nio.st iii^porlanco wtiir!; 

'i:ironoy (’omijiittoo wUI liovo'ti dooidi’ will ho 
tliat relating the storiing \aii;(!«ol the rupc^e and the 
stability of the exeiiange ii'/th*' neigl.hom Iiutaj of ano\f 
pnr to hp lixed in view of the app/eciation silver and 
thi' pos^'ilnlities of future vaiiations in tlif* price of that 
metal. The old parity has liroken down, stability ot 
exchange has been violently disturUod ^and th^ future 
of tlie sterling value of the rupee is uncertfain. The 
Committee will. tlu-Tcfore, be calTt^ yp<ni to say hov^ 
exchange may bo made stal)le (mice more and what 
measures should be adopted* t^>^ secure thaf stability 
against the danger of the appreciation of silver, assum- 
ing all the while that t!ie principle of tlfe exchange 
standard underlying the existing system is to be main- 
tained intact. If the*rugee is to remain a token coin, 
endowed with the quality of a full legal tender, conver- 
tible into gold or gold exchange at t^e discretion of 
Government, there are only t^l^o courses open« viz. (1) to 
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put the sterling ^alue of the rupee at s^uch a high level 
that it will i5ot be possible for the pric^ of silver to reach 
it and (2) to keep the ru^ee at ISd^or 16A and reduce its 
silver contents to such ai eitenf that there* \till be a 
sufficlfcntlijr wide gulS fijged between ftie bullion price 

and the nominal* value of the token •oin. ' 

• 

•If one were 'to choose betwjeen these two 

alternative plans, one^would not hesftate* to go in for 
the second. The rupee a fiduciary coin, a note print- 
*ed on silver %nd it is immaterial what is its Jbjjllion 
content. The Iwlder of the rupees like the holder of a 
note, does not possess a ^commodity whose intrinsic 
value corresfioncte to its nominal value in exchange and 
it is imipaterial to him what the bullion value of the 
Tupee IS so long as its purchasing power is identical 
■with what is stamped upon its face. Any alteration in 
the unit of value, however, is another matter. The 
raising of the sterling value of the rupee to li^d. or to 2s. 
■must produce a disturbing effect of a far-reaching 
character. The interests of producers, exporters, im- 
porters, creditors and debtors are differently affected 
and the whole economic structure is violently disturbed. 
Producers rec^eii/e ft smaller quantity of the units of 
-value for*their goods, while importers make a corres- 
ponding gain by hav^g to pay less for the same com- 
modities.^ The* undesirable effects upon the country, 
taken as a whole, of raisi% the sterling value of the 
^•upee.have^been al/oad/ pointed out in my previous 

• A third courie lies in suspendiDK specie payments, that is. in 
making currency notes inconvertible^n times of emergency when the 
metallic value ot the rupee threatens to exceed its hxed face value. 
See Idtroduotory Chapter, where this third method of dealing with 
the problem is discdjsed. 
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communicatipns*and it is unnecessary to c>vet fhe 
eame ground agwn* 

The’ problern which confronts the J^ov^rnment and 
the Currency Committee in this connection f!S a* novel 
one so far the history ^f the Indian*currency system 
is concerned. But other countT^es ha^ already, h*d 
occasions to rtce^ similar dflfiivulty, and, therefore, wo 
have precedents Jo gu’de our steps. The currency 
history of the Philippines and* the* Straits Settlements 
is of peculiar interest in this respect.^ I'he American 
Gofernment carried out important currency reforms in 
the Philippines about the^ear 1903, e^tafciiishing a gold 
standard with a new silver peso whose money value 
was 32*4 per cent, greater than the bullion vSlIte, and 
whose parity with gold was t(f be maintained on the 
exc’hange standard^rinciplo.. Two ^fears later, however, 
the price of silver rose and the biWlion par of the peso 
was passed. The Government had, therefore, to tak*e 
measures to protect the new peso and was placed in 
the same'situation as the Government in^ India at the 
present moment. The peso was equivalent in value 
oO cents of the United States curre^icy^and it^ bullion 
par was 29Hd. per ounce of silver in "London. The 
price of silver was ZOHd. an oui«^ i|j November, 1905, 
and 33Hd. a year later. Th'b U. S. Go\^rnmeut did not 
think of changing the unit# of* value, but decided to 
reduce both the weight and the fineness of the .silver 
coin. The fine silver content of the pelb was thus 
reduced by 34. per cent! and the coin was not in danger 
of being melted till* silver prices rose to more than 
44d. The recoinage operations were surrounded with 
serious difficulties and could be carried out only with 
«reat trouble. * 
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In ^Straits Settlements recofnagps had been 
effected about the same, time as in tbe^bilippines, and 
the exchange value of th^ new d^fl&r bad •beep raised 
in 1906 in 28il. suit the rise in th^ price of silver 
which wa.^ taking place at the time. The bullion par of 
the dollar was 3?! d. and wii^n the price of silver rose 
tA i',,d. in 6ctober^-. 1906, prompt measures had to 
be taktAj to protect the -how coin. Thti qftcstioii before 
the Straits Government then was it is with the 
Tiidiaii ^>overnment ai. the present rnornoiit, whether it 
shouui raise tfio^storling value ton highcrlevol or should 
debase the dollar wilhout touching its exchange vMue 
The i ' overnnvpit ^.dopted the"s(j'cond course though it hesi- 
tatci! whotlier it should reduce the fineness oi the coins, 
leavinj ftie weight and size unchanged or reduce the 
woig’ct without ^•hangiifg the fineness. In the Philip- 
pines both the wbight and the fineness had been 
reduced; la the Strait^, only the weight of the dollar was 
d'diu cd t ) th ■ extent of 25 per cent. The bullion par 
of the dollar wa.s raised by this measure from 33 ^,d. 
to 44 ‘ id., the jM'ice of an ounce of silver in London. " 

Of the two courses dealt with above, the raising of 
the unil*o| vahit^ that is, enhanc<ng the sterling value 
of tiu' silver token, is ,the sampler one and, therefore, 
more attractive. Vhe^Govi'rnnient has only to declare, 
as iho [nd<an GovernTnpiit has recently done, that from 
a ceriain date the exchange value of the national 

• . • * • 

• Tho Stan* (.tovi'rnniem has recently reduced the bullion con- 
tent ol ;ts t^\o divisional silver coins the 2 and 1 sajung pieces, from 
800 to 650 parts in 1000, and the two saluqg piece -will bo a full legal 
tender oom instead of being legal teniJlr upto a fixed amount. It is 
needle^*) to say that Siani is on a gold exchange standard basis with 
the silver *tioar as the principal coin whose gold value was SXed at 
]8d. Two 2 saluDg pieces were e^iuilvalent to one tinni- ^ 
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oufrency in terms «f 45 old, the intornatit^nal currencj*, 
will be rai^d by a number of pemfd. The niintjs are 
not open, Govecn^ent controls th(' suppfr >if currency 
and it mwyiitig t(^gWe gold^or sterling drafts at the fixed 
rate. There is no trouble ut retiring ohl currency an 1 
of issuing a new one. The ^ihaftge ca:: be ^fTei^od a 
stroke an^ a ne^ pai i^cstablished. • Ihit Mie eonr>'-' i,q 
as inequitable as it is -^Imple bocaft^jii distuihf^ all 
economic arrangements and fnilicts lo^sip^ i 
classes of the population The other plan is difticalt 
and^is attended with great tfoubte. Tt has, li^wover. tfip 
nfSrit of leaving contrae't' between dcl>tors and • rerli- 
t(ns undisturbed and it r,\ii--es injuslice m lo-;s to- 
one. But the peculiar (Hfliculty in\k)lve(i in the nd-.p- 
tion of the plan lies in deciding updn tne rednetica in 
the silver content and fineness of the silver#4^kon an l 
particularly in carrying oitibe r(3tirftig and recoinuge 
o^)erations. It is for 'letalluriifical o.xperts to say 
whether and to what extent t^e weigh: of the r ipen 
can be deduced with sanny. The rupee must not he.fr. > 
small to be convenienMy handled ami a])pearance Is 
also a ilia ttor that iK-t he ignored Then ngainy 

experts of the Finance I)(na^r^nent will have U) 
der how the existing rupees may he retired and new .ncs 
substituted without ^aggravating th(f ovil monetary 
stringency and encouraTring .melting and hoarding. 
The difficulties attending upon a .Scheme of recoinago 
are not so slight as some iH*o]J^^eem to imagine when* 
Government will be called upon to recoin more than 
three hundred crores (f/ rupees. As I hai^ showffi above, 
this is certajnly Chetietter of the two plans of dealing 
with the rupee undgr an exchange standard. One can 
not, however, foretell ^hat course the Currency Cora- 
Mni|tee will recommend. But if a guess fnay be' 
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▼entured, nint; to ^ten, it will recommend the raising^ 
of the exchange to 2 shillings. The rup<?e has been 
already raised^from 16d. to 20d. Then* 24d.? 

The bullion pa*r of the rupa3 at 2s./jfill be 64?4<l,,and all 
the danger of a further^rise in silver ini future will be 
permanently eliminated. It is difficult to contemplate 
with equanimity t|ie effects of tthis policy, Out it has 
be^ seriously propose^ It is urged in fpvour of the 
plan thaJ though producers will suffer ty ft. consumers 
will gain by the falling off of exports rand the general 
lowering W prices tnat will ensue and contentment <'.nd 
peace will prevail, in the country. This is the pass to 
which the exchange standard^ has brought us ' And' it 
will not be a valid Vrgument tc^say that there is nothing 
wrong with the standard and that we have only to 
adjust tffe value (^f the rupee from, time to time in either 
of the two ways a^entione'd above. 

• i 

No. The exchange standard is 'iily a m^ikeshift. 
It, will not do. Wo want a genuine standard, either 
silver or gold. As has been happily said, it is not a 
monetary systeni, but a connecting link between an 
isQlated market and the< broader market to which it 
looks for support aiid^that it is a system * available only 
for depenft^nt c«uhtri*es.’' The system is not automatic ; 
and thougli the fact is disputed, it leads to inflationand 
high pices. It entails inequalities and indirect taxation, 
and from the point of production, it proves a 

handicap. Under it there is the temptation of increas- 
ing thdeterlirg obligfations of tlfe country and the peo- 
ple lose on account of so much Wealth going abroad. 
The advantage of the stability of e^hange is undisput- 
ed and it may be adm itted tha*t as a measure for m 

* See Prof* NichQlsQa'.<) ^'ar Finance 
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period of transitioif ttte exchange standaril had to be put 
up with. But \frhat about the future ? The Chamh 0 rlaii> 
Commission sought to make opt that the exchange stand- 
ard systejm was sa’lf^actory^nasmuch ail under it stabi- 
lity of exchange was maintained, that.tJiGf)eoplejfot what 
coin they wanted, either the ^vereign or the* rupee, that a 
gold currency w%Is useUss for maintaining the exchange 
and was wasteful, that it was^ better® to promc^o *tha 
circulation nhtes than of gold coins, that Egypt was 
the only country, in the world where gold circulated 
to^£^ large extent and that In3ia could rwft advance 
along different lines from those ,o^ other civilised 
ccfuntries, e. g. England, whore little gold was in 
actual circulation. W^ness after ^ituess was asked 
to say if this was not so and it must be recorded to 
the credit of a large number of tben^, officiar as well 
as nomofficial, that while adhiittlng* the spirit of the 
above generalisations, they.stuck to their view that the 
circula^on of gold must be encau raged in every possible 
way, obviously with the object of giving India *an 
effective gold standard in the course of time. The 
whole case of the Commission was made to rest on th# 
supreme importance of maintaining the exchange, &nd 
it must now crumble down with the accumulation of a 
gold reserve of more thai^ fifty crores. ^he^gold reserve 
having been secured, there is nberei^on why steps should 
not be taken to evolve an effective gold standard. Gold^ 
notes may be issued and f>eotile may be ^familiarised 
with the use of a gold ^currency. ,When people /;ome to 
believe that gold will be a.^ailable wheiTever required* * 
and in larg» quantities, they will get more confidence 
and will learn to uSe i^otes and other economical means 
of exchange. The last enquiry about the currency 
jquqation was that made by the Chamherlain Commission 
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only, six. year^ ago,^and though the trend of the questions 

•put to witoesscs who gave evidence before was, as it 
were, to get out of them tke admission t^jaji; the develop- 
ment of an elYcctive gold standard ^jy.stern in^Indja was 
not noe<j^d, exfer4a like^Mr. Newmarch, Bhupendra 
Nath Mitra,*Mr. Webb, Mi^ H. F. Howard, Sir James 
Meston, Mr. F. C, ^larrison, Mr^Dadiba M. Dalai and 
a publicist of the positii^n of Sir Stanley ^ Reed, advo- 
cated the* promotion of gold currency in circulation as 
an important step towards their goal of a genuine gold 
standard. **It w^ll be a misfortune if under these cir#iyn;i- 
stances, the questifm will be regarded as closed and the 
Currency Committee will coi^duct its inquiry on the 
assumption thmt t|ie eichangy^ standard is not to he 
touched, ^efore concluding, I shall extract from the 
evidence of four (jf the above named witnesses before 
the Chamberlain Gt^mraisJion a few brief remarks to 

• i 

show the lines of currency reform the,v urged 

Sir James Meston:—“ As I tried to put itf I look 
upon the increased circulation of gold, the greater 
familiarity of the people with gold, as an educative 
measure. I do not look upon it as an end in itself. I 
think that gold will be the line through which we will 
in India tfryve ijit«d n!ore economical form of currency 
by a more economical treatment of the people’s wealth 
and resources.” • * , 

Mr. F. ^V. Newmarth.'-j-** I cannot help thinking 
that tl^e more gold supercedes silver in circulation, the 
Bihaller is th# necessity for coining silver and the whole 
circulation gets more nearly pn a^gofd basis.” 

Mr. F. C. Harrison:— ” No. i idok at the ideal for 
India have gold as a convenient unit for the purposes 
of their traneactiens, to have enough gold in itscurrancy^ 
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so that we'oan abolish this system of an exchange 

standard s^y, it is a ^ity that ithe tno:ietary 

arrang€nfefits of a v(ft-y larg? country .should be depen- 
dent upon the monetary arrapgetnent*s*of aiiothffr, and I 
think essentially the exchange staaidard system as 
hitherto worked has alVays been that Ei^Und 
works practkcaHy the money t>f India, and •! would 
prefer that tfie money of India worked automatically.’* 

Sir vStanley hfeed:— '“I shftuid'oarry my .wishes ao 
faT%s to desire that the Indian Government should 
acUvely stimulate the circulation of gold and notes.” 

] . S.— Since writing above, I^ hajie wseen B F. 
M s reply in this morning’s Times. He begs the whole 
question and misses the true issue ij descriSung the 
lengthly process of coining n%w rui)# 0 s His help to 
Paifline stricken pejDple would be thi advice, “ My dear 
'fiends, y«ou must have first a goad supply of food and 
i^ou musf produce it before relief operations can Be 
undertaken.” It is a pity the Government of India 
lid not p*rofit by B. F. M/s prescription 6f having first 
a good supply of new rupees ready’ when during tfie 
var the country suffered from a faminy of the media of 
ixchange. As regards Ja^an, if even a vi^t to that 
ountry could not show him difference between a 
;oid standard and a gold eichaqgo standard, nothing 
rill, and the task must be gireiPiip as hopeless 
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THE SITUATION. ' 

' A sofcnd sy'-tera of currency must be .inloraddc or self-re- 
gulating. No civilized fJovornraent can undertake to detennine 
from tira^to time by how muck the learal tender.currency shall be 
increased or dectnased, nor would it be justified in leavingt^ ^le 
community without#a fixed metallic standard of value even for 
a short time. It is a mistake to suppose that any EuropeAu 
nation has rej^ted Silver as a standard of value without sub- 
stituting gold. ’’—Government of India's reply to the Bengal 
Ohambair^f Corameroe, 9th February, 1877. 

The subject of the present position and the develop- 
ment of Indian currency and exohftli^e has not attradted 
that public attention i<i this country which the subject 
deserves. The scarcity of metallic currenc/, the dis- 
count at which currency notes were exchanged by a 
certain class of people and the enhancement df the rate 
of sterling exchange, h^ve indeed been topics' of com- 
ment in Jhe prcs:^ an4 outside for some time past, and 
loud compVainf'^ have been heard Trom all sides in that 
connection. But ijo si^tematic and fruitful discussion 
of the subject has taken platje, and people have apparent- 
ly left GoA'rnraent to mak^ the best of a bad bargain. 
The reason for this is not*far to seek. There are very 
ftw men competent enough to fiandle the currency pro- 
blem which even experts find it*eitremejy diflScult to 
tackle. Ordinary people know^and care little about the 
exchange question. And this is but natural. They feel 
that every thing js all right so long as they get a suffi- 
cient suply of metallic /currency ; and they are not 
expected to bother their beads about the gold value of 
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the rupee aifti the rate of sterling eichan^. But apart 
from oonveniyijfe internal exchange, .the character 
of the qprr^cy system of a country has very important 
and far-reaching effects upon tbe.natihft’s* t^de^ indus- 
try and economic^development. That js why for genera- 
tions prolcmged discus8K)ns have tak^n place in jail 
parts of the vjo rid over the subject, and it is .doflbtful 
whether controversy has raged more furiously round 
any other topic. • • • ^ 

nfDhe war threw the currencies and exchanges of the 
whole world info a confusion, and the*task of restoring 
them to normal conditions .has been, taken up in the 
leading countries. The belligerent nfttioiTk experienced 
great difficulties in maintaining their foreign aiy^hanges 
and had to resort to ingenious^xpedieif^ ' for the pur- 
po^. The supply of gold was limitfd*and was conserv- 
ed by each nation, •huge quantities of paper and also 
silver mcmey were issued without an adequate gojd 
backiijg, and the gold standard was practically aban- 
doned. The Indian system and practice in this respect 
could not escape the effects ef the war. The unex- 
pected rise which took place in the price of silver 
upset the Indian system, and it waS propped up by 
temporary measures designed to adjust the gold ex- 
change standard to th^ changed* cutrency conditions. 
The makeshift could not be regt^rded as a satisfactory 
substitute for the permanent system, and it became 
necessary for Government to reconsider tha whoW posi- 
tion. The discussion should have taken place long ago, 
and Government should have prepared itself for read- 
justment even before thi conclusion of the armistice 
The India Office perhapf thought that things «vould 
adjust themselves in course of time, and that there was 
no hurry about the matter, "hiis attitude of ‘ wait and 
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was probably changod into a locisi^n to appoint a 
O' rnmittee to go into the whole queatk)n*o^ the Indian 
cuiToncy <ystojn and practice md fo make reco'hifacnda- 
tions wi!h rftgard to aify iiiodifications •that might be 
d •omed iiecosaar/, on account of this persistence of 
abaor|nal condi<i6ns, particularly the hig6 price of 
silver, and the consequSnt desirabiiiy of ea^y readjust- 
ment. The terms of reference to the Indian Currency 
and Exckange CommUte^, which h^s been recently 
appointed, rnakl it abundantly clear that the Secre- 
tary of State for India wants that the question^ of 
establishing goid standaiti in this country should 
not be reopened anti that the l)roposed inquiry should 
be condiWIed with a view to recommending measures 
designed to reh^bilitate#and strengthen the existing 
gold exchange standard. The committee thus has /ts 
bauds tied with respecf to the basis df India’s currency 
sywtem and has complete freedom only to raiage over 
the details of a cut and dried policy. We are as anxious 
AS the Secretary of State and the Government ^of India 
tor see A speedy end put to the present uncertainties of 
the exchange situation and the enormous difficulties of 
the currency pesftion. Our sy>te!n and practice must 
be examined in the lighJt of the experience of war times, 
and suitable mojiitfcations must-be introduced therein 
to adjust them to the \j^an|fed conditions. The report 
of the Chamberlain Commission has, however, become* 
pvacti*cally ti/jsolete/and questiens concerning the size 
aud location of the gold standard reserve, the fiduciary 
issue of notes and the note reserve^ and tie circulation 
and minting of gold coins must^il be reconsidered. The 
rise iifthe price of silver andli the intrinsic value of the 
rupee above the Jre-war Mte is an altogether new pro- 
blem which the Currency Uomraittee will have to tackle. 
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But we see noVeason whatsoever why the# Committee 
should have beeji tn^^ructed n.>t<to beyond the limits 
of a gold staidard. ♦Xino k> ten, the Com- 

mittee would hav« repeated the vejdict of the Ghaijibor- 
lain Commission ii^ this respect It spould, however, 
have been gi^en the freedom to recom/nend measurcH 
calculated to d^evel^gp the gold staitdard in India, i^ fi- 
chose to do so on the strength of evidence recorSed by 
it. Conditions have change-i sir^ce the time of be 
ChairAfjriain Commission’s in;iuiry, and yjoy tfre per- 
haps^more favourable than over before.to the gradual 
introduction of an effective ^old .standard. We fail to 
understand, therefore. why*tho ComrnUtee is precluded 
from considering the probability of a change in the 
standard proving desirable and successful in tfle near 
futute. • 

Opinion is no *doubt divided on this question in 
India itself, and there are some j^ople who would be 
content with a perfected gold exchange standard bucR 
as is contemplated in the proposed inquiry. It was 
equally divided when the mints yere clos&d in 1893, and 
when the Fowler Committee recommended the adoptioA 
of the gold standard. iNor was it* urjaiumoua at the 
time of the inquiry of tha Chamberlain Cofnraission. 
Division of opinion is, theref 9 re, A'i feason why there 
should be no thorough discussion as to the evolution Of 
a sound currency system for^infla. People apparently 
feel that the gold exchange sta'ndard has c^me tow stay 
and that discussion andugitation in the matter are bounci 
to prove futile.* Others pefhaps think that India has 
got on well, on the wfiolf, with the existing system and 
practice and that what Is required is the mere adjust- 
ment of details which the Committee ia going to consi- 
der. We deplore this apa^y and self'satisfaotion. 
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hdidin&as strongly do that the ebon/)niic develop- 
ment of India requires ^ radical chen'^e in the existing 
system and practice coni^^ected ^ftR ouf' ou^re^ncy. for- 
eign exchange^ ^nd banking. We ar^ anxious to see 
Tndi^endt)wed with k currency and financial system 
which is best suited to changing coifditions of her trade 
^(^industrie^and the requirements of her economic 
progre.^s. The gold exchange standald is very good for 
a dependent nation with a small foreign trade, with 
heavy ftvroign obligations it has annually to mee^^ and 
with an inadetjuate balance of trade in its favour. But 
what is India’s position to-day ? We have more than fifty 
orores wort}y)f g^ld accumulated in the standard reserve 
in London; and crores belonging to the paper reserve are 
in stefRftg securities there. For years before the war, 
we imported crones worth of gold annually in spite of 
heavy sales of cotincil bills. The^ sovereign is legal 
tender in India, and ca gold mint was established in 
Bombay some time ago. What justification is there, 
under the circumstances, to maintain a gold exchange 
standard in Icidia and to make it stable ? Why should 
Jhe gold standard whic*h was recommended by the Fow- 
ler Compittoe ajid accepted by Government as the goal 
of its poliVjy twenty years a^o, be now definitely dis- 
carded? What ha^ hcppened in the meanwhile to show 
that it is an #impossible*and undesirable goal to be 
kept in fiew and to<)e xteadily worked up to ? There 
is little analogy between the ^conditions obtaining in 
India and tlfose prevalent in the Philippines, the Straits 
Settlements and in Mexico, jwhere the exchange stand- 
ard has been adopted. And y^ we are asked to follow 
heir example and not think of an effective gold 
ttandSrd even as an ideal of our currency policy ! 




A f.n TLE HISTORY. 

“You have to^liko«ato consid<Tati(>n change which y^u .ur ' 
ntroducing between the classes m India and the change which 
you are introducing ir/ respect of thew pubjio debt in India and 
geneyjpdly in respect of the economic situation in yidia , iflid you 
would not iie lustitied in trying, by reducing^ the quantity ol 
rupees and giving an artificial value to rupeeB, to screw it up lo 
Is. 8d. or ‘.is The raising of tho rftpee above it# intrinsic value is 

a tax not merely upon productililn it is aif addiflonal tax on 

the agriculturists and tho rent payers. “—Leonard H t’ourt- 
ney in his evidence before the Fowler Comniitt<^. 

^old is the .standard of vafuc ai^d*of payments in 
all the leading countries of the world to-day. But that 
, was not always so. Both .gold a dll silver were coined 
und were in circulation at a certain well-defined and 
well-knowji ratio. Supplies of the metals were not 
unifonn but varied from time to t^e, and fhe circulation 
of the gold and the silver coins increased or diminished 
in different proportions at differerft perjods. • It was 
thus not easy to maintain the^ legal ratio^when the 
actual ratio in the marked flijctuaVed* About the close 
of the 18th and the beginning of th^ 19t^ century, 
a great currency reform wal in*augurated in England 
and gold was legally established as tbe standard of value, 
silver being relegated a subordinate position, to be 
used only for'subsidiary edins which were legal tender 
only up to a small limdt. Other countries, however, con- 
tinned on the basis of the double standard, and nat^ns on 
the European continent formed therasel^s into the Latin 
Union with the object of tokiiJfe concerted action in de- 
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ffiiicc of t^lo^ fixed ratio between the values of gold and 
.silver The maintenance of the ratify jflfoved an extremely 
difficult ta^l:, and wher Gern>any and nation.-' 

followed England’s example after the* Franco.-German 
war and adopted gold afi* their standard, the countries 
of the Latin ynion, one alter another, <?iad to close 
I^H' 41 ' mints to* the coinage of silver w^iile continuing 
to maintain the full legal tender character of the 
white coins. Amass 0 / silver was driven into these 
countri^.beijig discarded by the gold standard n^^tions, 
and increased |heir embarrassment. A number of 
conferences were held with a view to consider the 
stei).-^ that be takentto rehabilitate the double 

standard, but no agreement could be arrived at. In 
America streni^ous efforts were made by means of the 
Bland and Sherman Afts, to arrest the growing^ fall 
in the gold value of silver but proved futile. Ulti- 
mately the gold standard was adopted ^>7 all the 
fiations; and mints were closed to the free coinage of 
silver. There was a mass of silver coins in circulation 
ill France and other countries and they had to he main- 
fained as legal tender money. This system was not thus 
a full g<ild standard^and was hei^ce called the ‘ limping 
staiidnrd ^as 3istinguished (yom the arrangement preva- 
lent in England silver coins were tokens but not 

full legal tended. , 

What was the sltu^tidii in India, in the meanwhile ? 
Gold.and silver coipshad been^ninted and had circulated 
side by side in this country fyr centuries before the 
advent of British rule. Under the East India Company, 
however, silver was made the legal tender in 1835, 
and ig 1853 gold was completely demonetised. Several 
Government offiiiials and commercial bodies pressed for 
the use of a goldourrenc/by the side of the silver rupee, 
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Dot the proposals were not accepted. Dyring*the se\;eu- 
ries and the ei?^hties, the Government feltvl»ry Acutely 
the effects of thj silver in* oomparisop with gold, 

and schep^ea \tere fonniilated ii9r relieving the situation 
The trouble of Government arosp in lhis*wj>(' ^The 
(jovernment of India had to meet annually certain tixed 
gold liabilitie*s called the ‘•home cliarge*?.^’ Its revt'nue 
was collected ir\ silver rupees, andms the price 
and. therefore,* of the rupees fell in comparison with 
gold, more of the coins had to h(i givpn, year after yi'or, 
to procure and pay a stated quantity of goid. h^Tuctua- 
tions in the gold value of the rupee, thai is tn s,ay, uk- 
change, caused inconvenience to merchants and los'^ to 
all those who had to make rimittances nhro.ftl Not only 
wore (he budget calculations of Government hut 

there were deficits which it was difficuU* to me(‘t v ith 
additional taxation. Government, the^fore, proposed 
that the gt)ld value of the rupee shoufdbe fixed hy the 
closure of ijiints and that the rupdh should be made a^ 
token coin, being endowed with a lietitious gold value 
for the purjjoses of exchange. 

The British Treasury to which, the proposal had heonr 
referred, strongly oppo.sed this kind of tampering with 
the Indian currency and pointed outlhaf liy arjtfficially 
raising the value of the rupee, the /Jovernment of India 
would only transfer the burde;i of lhe*!o8s on exchange 
to the shoulders of the people. On feeha*!^ of tl^ people, 
who deprecated any change irf the currency system, it 
was contended that, on the whofe, tlie country was* not# 
a loser by the falling />r low exchange, and the real 
remedy to meet the difficulties of Government was a 
reduction of the home* charges and not^ the artificial 
appreciation of the rupee. A committee was appointed 
to inquire into the whole question, and k recommended 



tjie closing of tjje mints and tHu^ endorsed the principle 
of the currency policy advocated by the Indian Govern- 
ment. It is necessary, to grasp cleA^ly the essence of 
this change recommended by tl^e* *Her&\;hi3y Committee 
in 3493. The.ciosure of the mints m()ant the abandon- 
ment of Jhe silver stan(fard. No one had now the right of 
taking silver t9 the mints a»d have*it coined into rupees. 

regulating the ^pply of rupees Government was to 
push up the value of the rupee in gdld Und maintain it 
at a fixed level. B^y making rupee, s scarce, Government 
did su^eed Jn steadily raising their exchange v,alue,and 
the Fowler Copimittee appointed to advise as to what 
further steps should be taken, recommended the estkblish- 
inent of a gold\itandard aryl the making of the British 
soxereign a legal tender along with the token rupee. 
The a3vice yas accepted, the exchange value of the 
rupee was fixed at 16h.; the sovereign was made legal 
tender, and GoveVnment undertoojf: to give 15 rupees W' 
exchange for a sovereign without assumingjthe respon- 
sibility to give gold when rupees were tendered. The 
rupee now became a note printed on silver and its arti- 
ficial value* was maintained by Government’s control 
over the supply of rupees. The object of the Committee 
was the effective testablishment of a gold standard in 
India ^th a gold currency in circulation and rupees as- 
subsidiary coin^e^t* It stated : — 

“We^are <Jlf ‘opinipn that the habit of hoarding does not 
present such practioal diflicailties as to justify ,i permanent refu- 
s(|l to allow India to possess the nonual aocompaniment of a gold 
stdndard,<lij;., a gofd currency Wr are in faTour of making the 
British sovereign a legal tender and a Airrent coin in India. We 
also consider that at the same time the Indian mints shonld be 
thrown open to the unrest rictedt oo.nage of gold on such terms 
ai^ conditiona as govern tne three Australian branches of the 
Rofdl Mint. ..^Looking fotward as we do to the effeotiro eatab- 
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iishnient ai India of a gold standard and curnt'ncy baaed on th(’* 
pnnc'iples of thttfree inflow and outflo'w of prold, we« reoofhraend 
these measures for avioi^ion. Under :yi effective gold standard, 
rupees would ly) Ibken subsi^ary to tbe.8o\*ereign But 

existing o^ncTitions do not Warrant the ir’position of •* inniton 
the amount for whicft they would eo^stit«te a legal t#nd('r; in- 
deed, for me time ttMrome no such Innitatior* t an l>e contem- 
plated. ’* 

Governuiei:;* accepted the policy laid down Ify the 
Fowler Committee, but drifted away from its principles 
in the course of years, in the vaViouft measures it took 
in com.fdction with the maintenance of eicfiange so that 
at las^ the persistent criticism levelled against its depar- 
tures, forced it to appoint a floyal Commi^ion to in- 
quire into the whole positioif The terms of reference to 
the Commission thus appointed In 1913 and presitf^ll over 
by Mr. Austen Chamberlain, wert : 

“ 'Ba inquire into the location and manage^icnt of the general 
h.dances of tl^e Governm*ent oi Indi.i; the in London of Coun- 
cil Bills and ffransfers; the measures taken by the Indian Gijvern- 
nient and the Secretary of State for India in Counel! to maintain 
the exchange value of the rupee in pur^u.lneo of (.r supplementary 
to the recommendations of * e- Indian Currency Committee of 
1898, more particularly with regard to Ihe loe.ition, dispo.sition 
and emplovraeat of the gold standard and P^i>er Currency Jieser- 
ves ; and vshetlier the existing practice in thosb maJLters it 
conducive to the interests of lAdia; also to report as to the 
.suitability of the financial organization anuprdledureoftbe India 
Office; and to make recommendations. *' 

Leaving aside for the moment all matters other than the 
goal of India's currency po4icy, we mhy sta#^ that**the 
Chamberlain Commission observed that the measures 
taken by the Government of llndia for maintaining tho 
eichange value of the rut)e 0 We're “ necessarily and 
rightly rather supplementary to, than in all resjftcta 
directly in pursuance of, the ri^mmendations of th» 
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Committee? of ”, and oxpfesSed satisfaction' at the 
way iif wtfich rhe policy had been ^ha^ed during the 
thirteen years which i^reocded its in^iiry. In effect the 
Commission g«nve its vrrdict j^jfinst ^14 effective gold 
stawlarc^ had been contemplated hy\he Fowler 

Committee and in iavoflir of the continuance of the gold 
exchange stanjlard, under w^ich tHore w^as no need for 
•thfc circulation of g^ld coins in India and the rupeQ. re^ 
mained a full legal tender ^oken colhi. \ 



THE PROBLEM. 

I 

‘ 1 Will nc/w show whiU th^s l.»ck of lin.ujnal ^tate-^nianslnp 
has cost India. In ISh*! the univorsal^V’iuand ot India was*h*» 
the Snvercign^shti'.i^d be HMde the St ii’tlat il f t all I ndi.i * II thi-^ 
had been done, India and Kurland w>iiLl li ivi* had a commnn 
standard unit, whiclfi i.s the s^.le m^'.tns by v^huh a fi\e4 Ratio of 
f'A 'idange can he establislud h( twe.-’' tho tv.o #ountno8, snhiert 

of < oiirso to the i! sii il lluctu •tiops ol cm- inf - ito Ihit tiie 

(loveriirnonts, Iiidi tn and llon.e. haviiii- lot l)i it opportunity 
p ,ss away, the Hupoo his lieen. eoi,tinu*ill> *^!!inn until ii 

now rests some\'' here ah' ut Id Th. ^ ti,e fall ot th* 

rupee from 2s to Is Id cost> tla* people <1 India 
yearlv ill taxation for the sole pni^poM' ot .Heetin "' tier liorue 
cljari^es. Siu h is the penalty which tho ^ebpli oi India Inn** 
paid for tiio ignorano^ o: her Govornn ont^ of tne rudin ents of 
Rconoi' ic* — Het.ry 1) mi.ing M tch*og 

The Chamberlain Commission (iiscu->se(i a nnmher 
of (|UPstions which had he.m raised hy tiie critif'- of 
Government’s iioliry. •-uch as tin so {•onchrninK tlm si/.o 
and the location of ihe^reserve^, the ca^-h lialances 

which had been allowed to accnmidatc^tn tlfo treasuries, 
the purchases of silver, tht; sale of ctjuncii *draft.s, the 
financial management of the Inclta (ilhce find so fortli. 
But the main question, to wfiich the tdidve m^y he said 
to have been subsidiary, related *to the gold policy of 
Government. If a consistent 'and .vigoroi^s effort; ha^ 
been made to carry^ oyt the recommendations of the 
Fowler Committee, many ^f the points of complaint 
would not have arieeft al all ; they \Nould not, at any 
rate, have assumed the serious importa^ - p whici they 
actually did. The sterling exchange .h. id been artifi- 
4 
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cially .fixed a( 16d;, to maintain it at ‘that level, a gold 
reserve h&d Ao»bc accumulated; the onl^ way in which 
the stock of gold could bo^built up was^yo set aside the 
profits of the rupee coinage-; as th^ ^fund Vss. intended 
to supiiort exchange and must be utilisejl for supplying 
gold in London, w^here it Would be required in a time 
of crisis, it was Iqcated not im India^' but outside it ; 
if The^gold reserve was? U> increase rapidly, the progress 
of the coinage of rupees must not bS ahowed to be 
hampered by any large circulation of gold in the form 
of coins, ihat if^ the sovereign must not compete with 
the rupee in circulation; the export of a very large 
(piantity of gold and sovereigns to India was not nedes- 
sary and, thep^foro the Indiii^ Office could divert the 
flow by polling council drafts beyond the amounts 
aotually required, by the Secretary of State for his nor- 
mal disbursementi ; the fhnds thus diverted were to be 
used for the purchase of silver and thp reduction of debt. 
A part of the Paper Ou^iTency Reserve which Was really 
meant for the encashment of notes in India was to be 
held in London and was there to be used for the support 
of exchange an^ for buying silver. This was the chain 
of reasoning which Government consciously or uncons- 
ciously adopted, and the result wo^s that they developed 
not a true feold standard, as recommended by the Fowler 
Committee, a standardPunder which the rupee would 
have steadily cotn^ topccupy its real position, n>., that 
of a subsidiary coin, Hndi gold would have largely 
c^rculs^ted in^the country and would have become the 
standard of payments and measure^ of vilues, but an 
exchange standard under which the rupee was to remain 
the principal coin of the country and it was to be linked 
up to fi;pld by the gold reserve which was to be used for 
maintaining its sterling value. 
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The Problem, 

This is the in which Govern/neir, ha^ dvifted 
towards a policy which had not been conteniplated and 
which had no^/ bee'a .sanctione\i by aii> Muthoritative 
body, ^rife* Chambcilain Commission supplied that 
want and put the seal of i^s authontativb approval 
upon the Indian cvirrcncy system as it had developed]. 
It laid down that things in the curK«icy world^ 
shaped thems^olve^r in a way whicV could not lufve been 
contemplated by the Fowler Committee, whose recom- 
mendations had, therefore, only a Hmitod api)Ii»ation. It 
had'iWen proved by experience that a gol^l currency in 
circyilation was not reiiuiicd to maintain the exchange 
value of the rupee as ti a: fanction cc*j!-; be more effec- 
tively performed by the gd*.d accumulating in the gt al 
reserve. The Indian pen] le did not want agold^irren ".y 
and the small amount that th?y did v^ant. was beim,^ 
sup'^iied already. Wi.a: >va> wanto.l w '>ilvor, and as 
a gold currency wa^ wa'-tciul and^wa,'' not as useful for 
the support of exchange a- gold in the reserve, it mmtt 
not be encouraged. C'l; "re other haiu^ the circulation 
of the more essential i r : of currency ,/ .*., notes, ought 
to be promoted. 

The mos't important point to bc’iioficid h^fo is thi^. 
A good currency system m *st bo, automatic and what- 
ever standard is adopted, the princTpal^naJ ional currency 
must be convertible into it. Before 185.H. thij% standard 
was silver and the rupee could be covered into silver 
and silver into rupee, at kny time. The vali^c of Irfdia’si 
imports and exports iva^ measured in silver, which was, 
therefore, the national measure of values in internal 
And external exchange. was only the con.'^ecpient 
loss which Government had to suGcr in convening a 
.part of the revenue they received in mipees in remit- 
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ting 410016 charges, which led to the closing of the-' 
mints and* the adoption of the gold standard. Tho 
Fowler Comsnitteo took*rhe rights \fieT 7 ^ in expressing 
the opinion ^thift India fiiu-t steadily ac^&nee to a 
true ^old tstantlard, «wMch would irltimately be as 
automatic as th^ old silver standar^l The exchange 
stjindard whioi%>;is now heen‘pernianently 'l^et up and 
has Reen pr-)T.^*'::ic ‘d’fr' be completel.^ satisfactory, has 
iiidood giver ^ * !n'li i stability of tho sterling exchange 
end und^r it (?overn]*ient has :k> longer to face risk of 
josses on tre .^-cc uingo. Put wliat a))out the country 
as a whole It has t<> iviy t'''e same (|iruuity of^ its 
produce to E'Ugla^iO tor the /iO!''e charges, whether its 
value is moasuuof ‘u silver o! in gohl. A certain (luan- 
lity oi ^hl has to h ' laid down in Knglaml in liquida- 
tion oj our obligations ty that Cv)uritry, .iiid the country 
u!ust buy that g(Vq with its ;)rodiice. This is the ./un- 
diiment<d fact from which there is no escape. We may 
.■^ly that our rupee is equivalent to Idd (-r ‘^Od; that fact 
however rGniaii':« Ry artificially raising tho sterling 
valm of the rupee above its value as so much silver, we 
,iny ho able to di'-eiiarge lUir r('<reign ohligationsbypay- 
iu", a -mailer 1 art -d up? / I^iit, at the same time, 
we in us 1*10 00 ye H^a 'imiller opaa’u uy of rupees in the 
^M'lme ju'opnrtion. ‘‘ • th^> orligatinm. of foreign countries 
t* us. The preset* ^yste.m, therefore, means indirect 
taxation <itf Ihe to producers and gain to 

importers. By its uiiautoiuatic character, it leaves the 
*loor%pcn irRhit.f;!! of the to!;en currency and the 
evils which are due to it. . • 

This unsatistactory systeitu iiK now going to be per- 
pGtu?^ed, Tile anxiety of Government is concentrated 
upon giving the*rupee an exchange value, which will 
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have an elei^ent of permanence in it. Tlv ,bi>llio’n *par 
of the rupee is 4Jd* per ounce the price of silver, that 
is, the vaJ,ui #f the'sH^ver coi'^ents of Iho 'rupee is Kid. 
with silver at a^out 43d , and Governnvent can a^)rd t(^ 
give one rupee for I6d, only long as that fevel is not 
passed. But: during the »war, >;ilver steadily rose and, 
therefore, Government had to adlpst the*exchange 
ol the rupee.*lt successively raised to 18d 'and 2()d 
If the price of sii^;er ri^^es higher than this level of its 
excin^nge value, it becomes pn^titable to^ielt it and sell 
it as bullion. The rupee contains grains of pure 
silver, and with silver at 53*8d ^he exchange value of the 
coin must bo not less thar^ 20d Sihfer i.'-»being quoted 
to-day at a little more than .‘)4d. per 07 The position 
the rupee is, therefore, critical, ami it ^^an be Temedied 
only by raising the rate of exchange. • What the future 
price of silver will^be and at what livel it will become 
steady, no one can say. Under •oni present currency 
system, therefore, Government mu^t place the sterliilg 
value of the token coin at such a higVi level that the 
rising waves of silver prices may not ‘reach it. The 
Currency Committee will have lo decide what level th'is 
will be; 24d. seems to be the heighl>at ;vhich the rupee 
may be regarded as unassailable, because Ae bullion 
par at that rate will be 64h4d. pei»oz,of silver. 

* * 

The same object can be attained in anoJher and a 
less objectionable way. Reducing the silver contents 
of the rupee will have Ihe same effect raising ks 
sterling value. You 'raise tfie exchange, because you can 
not afford to give rup^e&^at the old rate when silver has 
appreciated. Then you can either charge more in gold 
for the same rupee or give a lighter ruj;>ee for thf same 
old gold price. The latter course is less ^Irtijeotionabte, 
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because then^you*do not change the unit of value; you 
only alter its size and foj'm. Inthe, fi-st case, on the 
other hand, yhu .alter the ^nit of vSil*ue. ;)urchasing 
powejj^of the ru^ep, by saying that the same rupee will 
buy 24d. in*gold infitea*d o4’ 18d. or 16d. as before. This 
causes disturbance in the r^lationi* of debtors and 
c 4 j}ditors and efposes jproducers to loss and inconve- 
I'ieiico. * The Committee will have to decide the practi- 
cal difficulties in the way of the adoption of the plan of 
reducinf? the silver contents of the rupee. Whatever 
plan is adopted^ it must, however, be a temporary 
measure, a mere palliative and will not be incompatible 
with the of a* "enuine gold standard in 

India, as under the latter also the rupee must he a token 
csdn. 'fRe larger and the funda.nental question, how- 
ever remains: Ajo wo |:oinir to have pernctuated this 
gnid exchange standard under whmi; the bulk of' our 
cio roncy will conslst^)f tokei: coins ^ Is it D:)t possible 
tf) evolve a better and a more automatic system? 
Vh' cannot regard as impos.sihle a reform of our cur- 
rency on the ‘linos recommended by the Fowler Com- 
rf itieo. Hut the Secretary of State is content to leave 
things w^iore th(^v afe so far as the question of gold 
standard ft concerned, and he want-i a remedy for the 
hihch price of silver. #The following are ihe terms of 
Tv forciu’c issueM to the Cufreuev Committeo : — 

t • • 

' ^ xamini' tho effect ir c the Inditvii rsf'h.inj^o and 

otuT^Mtt'v and praetiS* and upatt the p.isition of the Indian 

* Dote Is, sues, .-^ui to consider whether in the light ol this experi- 
ence and ot the possible future in the price of silver, 

raodifica-t'ons o( the system or practice may be required; to make 
recommend, itiens as sueh mi>d.fiCvfuo*3 and generally to the 
policy that should ho pursned uith a view to mei'ting the require- 
ments of trade to yiait-tain a s t:>fa tory monetary circnlation 
and to ensuring a stable gold ex. h.augc standard 
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" The gre?^|* incwoasc ot token monc\’'' ithin onr tjmj* must I o 
rei'arded as m truly retroKrad ' nn^vernenf -n the domain ot 
currency. Such nifmey should pluy a j/i ry sul)''rditi.ite ri^lr ir 
tl<i^«curreucy of any country . ahr. ’^t the '\\jivlc "f the nnmcy 
should be standard rnones The tale of tln-,(J<ivornntent .should 
ft) tl'c n ain he cont" ed to j'Uflr:ni?*‘einjj: the >d< nlit> of the coin 
with a ( crtain (juanniy ot pref ious metal >r a rt nn nnencds.' 
iJr N G Pierson’ I’l’itu iple* ot Economics 

I'lom tho tonus of refcrenoo issiio^! to tiut (lurrenoy 
Coiinnittoe, which we (juoted tn our Iwst artiiMe, it vvou (] 
appear that its onpuiry is not expotord to Im comprehor • 
sivo, anjl Government want''* (‘xport .nivice only 
as to the method in which the Irulian oxchnhjf© 
and currency system may ho roh.ibilit.ttof) after the 
storm and stress rhrou^t:n ^Nhit’h if paVs-od durinj; tho 
time of war. It is obvious that certain modificat oth 
wib he found necespart’ ir the •sv'^tem aiyi practice 
owing to the developmonjs forced hy war’ eonditions, 
which could not I’ave been an’piciuated by the Cham- 
berlain Comm i'^sioii. Tiio^nxpajisioy hf m^te currency 
which has gone up ah^ vi IdO eroros of^rupees and 
tho total investin<^i)t of abo.Tt i rores out^of the 

Paper Currency Reserve, mainly in British securitfe^', 
will demand careful consideration, especially as to the 
way in which pa'pe? circulation will he reduced 
and the size of the fiduciary portion of the Reserve that 
may be safely fixed for the future. T’he Gold Stamiard 
Reserve has now reached sufficiently large proportions, 
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, ancfif ha^ to be decided how the future- profits on rupee 
coinage will be utilised. The Chambefjain Commission 
did not hx auf limit to tfi^ size of -the futjd, because at 
. the tirjje of ft?* on-oury it was comparatively small and 
the experiohce of f/.e e!^ change crisis of 1907-08 was not 
regarded as an nff( (oiate guide, as to Ulie amount which 
nygjl^t be requirfrJ in a similar crisis in future. The 
report stated: “...and we do not think;'i;her. 2 fore, that it 
would be useful for us to attempt to lay down at present 
any hypothetical lim*it beyond whicli additions to the 
Cold Standard ^^e^serve should cease. We are accordingly 
of opinion that, even after allowance is made for ’the 
ear-inarked jjold ki the Paper Currency Reserve, the 
suggested total of z.),O00,000 I*, is insufficient.” Tlie total 
now exeffd^s that figure by over £ 10 million, and the 
question is,shouf(|(loveriiment goon indefinitely adding 
whatever p»otits accrue from the coinage of rupiees, 
to the gold, or should ^le future profits be usef? in some 
other way?" 

A committee*appointed to consider the question of 
Indian railway# finance advised the Secretary of State 
iif 1907 that, the Gold Standard Reserve and the gold in 
the Paper^ Currency* Reserve being adequate to meet 
<iny contirfgenCies that might arise w'ith regard to the 
t’xcHangG, aportion^of ^he promts on the coinage of silver 

The balance of tile Gold Standard Reserve on 3 Ist July, 1919 
TK)\mted to £ and Vasilield as follows . — 

Gold in Ind:.i ^ • 

3 Cash ift.u ed by the Secret ary*of State at short 
•lofioe ... 

3 British Government securities y value as on 
dint Man h. 1919) • * 

4. ^^Britiwli Government securities since purchased 


Nil. 


6,016,604 


26,652,225 

3.591,681 


Total .,.36,260.460 
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should be used fo*r capital eipenditure’ ou railway?; ‘in- 
stead of being invisted in British Government* security's. 
The GoverpnpAt of’Ihdia did gmt approve the simgos- 
tion, but Lord Mprley decided to adopl^ jind abo\ii oik* 
million was thus diverted from the pr^hts wlfich sfi.Miid 
have gone ti> sweli*the g-*ld reserve. refert'iu'o t.» 

this departure from previous practice, ti^e ('hainhrj^l;^i 
CoFTimission thnplfatically hud down the followfng ]U*o- 
position: “While, tjierefore, lookijig i^eyond tlio iininedi- 
ate fu|;ure, we hold that the G'tverument India ongiit 
to be alive to the pt>ssibili(y <y' the aggregate sterling 
reseHes eventually reaching an unneoe^ sarily liigh fign re 
we recommend that the wh"’e [)ru:;ts(;f^d'f s^l\('r coinage, 
together with any iruere-t accruing 'roni investments 
orloaiismade from the Gold Smndard Kesorv^*; m.i uld 
for the present be continued to he plac^S to the credit ot 
that Reserve, and that no diver.sion .-tiniilar to that m-tde 
in 1907 fo.» railway develoj'rr.ent itihouid be under .my 
circumstances permitted until further experience alhnns 
of a much more accurate dehrution oi* the calls winch 

the Reserve may have to meet than us at present 
possible.” 

We feel that the aggregate sterlint i-e^er/es of the 
Government of India have^novv .ijeached a sufficiently, 
if not unnecessarily, high figiire and Ihe, time has come 
to decide how the profits on futuj*(? rupie coinuge should 
be dealt with- It may possibly be contended by some 
that the recent war wa’s not an adequate* test df the 
sufficiency of the gotd Assets of India, because this coun- 
try gave credit instead of receiving it from England, 
owing to the peculiar refative positionsof the two in the 
matter of the exchange of commodities. Othe« may 
l)ress for the utilisation of the profits ‘from coinage on 
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cgtpUal^oxpenditlire on railways, a diversion which wa^ 
strongly cfeprecated by the Chamberlain Commission. 
We are inclined to the vysw that these i^iQhts should be 
looked updn,as a part of the normal revenue of Govern- 
nionT and*should^be hva*lable for expenditure on na- 
tional education and other r^orms urgently needed. 

^ € 

^ ^The most iniportjfnt problem that^rccunrcs immediate 
attention, however, i.s the fixing of the .sterling value of 
the rupee, and we, hare already ‘discussed the two 
alternative courses the. t an' open liefore Governnent. 
Whether we h;*ve the gold exchange .standard g,s at 
pi'('sent or an elTective gold, standard, ^uch a.s we strong- 
ly rtM umnief.d. tJie rupee be a token coin and 

its nominal value n'ust be tixed at a level above the 

*■ 

value of its bullion content. It is difhcult to foresee the 
coni'''i‘ tho price*.)f^sijvor will take, and it vdll be ,.wise 
in an . event to pat the value ofaio^tou coin sufficiently 
high so as to protect ^t from the molting pot/«The easier 
t'oui-se seems to ])e to raise the oxciiangebj' 2 or 4d but 
ii Will prove disastrou- to the ravat, and .we would 
decidedly prejor a light weight rupee And we can allow 
a m('r< ly U'mporary niearur'' It will indeed be 
sonnu rlia whole ''oignorage on rupee coinage is 
reiiiri', ,.d fo th.e ))ublic l)y its,kbeing added to the revenues 
ti 'V('rninon? <o»be*spent on tlie amelioration of the 
' "'.I'u irii^oi thA cult. 4 vating and other producing classes 
''.ill >11 {Tor by the "i''e*\‘n exchange. It is, however, 
mip.g.siMe {o accejit as' a permanent arrangement a 
sy.strm under which almost thetwU')le of the country’s 
currei'icy ronmsts ot' a tok^n coinage. You may put 
whatever sterling value you olfoose upon the rupee; but 

f 

ihe excb-i.iK^ rai.sed m the .second week of xVugust 

in resfonse to a turther ri‘?e in the value of idver to aSd. an o?.. 
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let us have j tiue gold standard, a^d let the token 
currency tend m(^‘e and more to be what it ought t<> be 

under a goocl ^s1;eifi,ta subsidiarv currency niorely 

* 

It is for thi« reason that we. oarnastlV desirr^ that 
tlie Currency Committee ough^ to be jlj^ked to go beyond 
mere pallif/tives and to iiscuss the vgry basis of our 
svstem. The Chamberiain CeUimi^-sion wa'< obsesscxl^Sy 
the paramount need of the maintenance of a stable ex- 
change and wasofDpinion tha| t hej)eople recadved what 
(nirrOjjicy they wanted, gold orsilver, un^or <lu*exisfing 
sy'^tem and that, therefore, it wa- iinne(*es.sary (ooncnur- 
age the use of gold 0 )in^. Wh^u 'ver we may do, gold bul- 
lion and coin will per-^ist incoming intia Iml^a in pari j)ay- 
rnent of foreign debt'' to her. ami wo ''hall hav^e tlu' ano- 
maly ol a country w itb s\ic!i OMo-rruoi^s gold reserves 
beiiy.^ on the exchange staiaiard N'U to speak 

of gold bullion, ln(Va imported ltriti''h gold coins to tlie 
extent of 97 million during^ttie ko^ars 19U)-rd 'I'lie not 
imports were £7-) mi'lion ami tii.' ahst)' |t[{on by the ]uiblfc 
was £ ^)() fpillion. Toe ahsorjUion '»t 'overoigii' was just 
equal to the absorpt.on ot ruiiee' 'The ‘sovereigns are 
leg.r. tender, but riro\iltitnig wi euionipet tokens, they 
are naturally hoarded melreo A il<l \'^ieji tdij*' happen.s 
we are told that India K ^ sink^ oi the iireci^us metals 
and that the people i'> not want gi^ld currency. The 
arguments urged l-V ‘ne ( ’‘"iiplieria^n Commi'^sion 
against the enconragemeui t)t f^idd currency and the 
development ot an etfeqtivn* gold standard requj/e re- 
consideration 

The problem of establishing a State or centra! hank 
and the proper mobilization of India’s money for a healthy 
development of Indian trade and industries needs 
prompt attention The relations of tiie Indian money 
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market and the Reserve Treasury system of Government 
were consfdered by the Chamberlain ^Corhmission, and 
certain useful recommciidaticns v/tre'mli^e by it But 
that questibtt must be considererf again along with the 
unseTtled •probfojn of a /uuitral bank. The experience 
of war times w^ll prove a v^ery heffpfiil g^uide in this 
patter. If th» f)recious metals are to be more economi- 
calTy used by the piftfiic, if our indtjstfies are to grow 
and thrive and if our wealth is to increase, organization 
of hank«'ngon alargdscale and on sound lines is essential. 
Vested interests or inertia ought not to be allo^^ed to 
stand in I he way of the solution of the banking problem 
and all available^ capital mtist be used for the promotion 
of India’s material welfaie* The location of the Gold 
Kc'erve ‘and other sterling assets of India in London 
has been stronj^ly critio’sed in the past and that aspect 
of the problem alst may be reconsidered in the li^ht of 
recent experience an^ the needt of r*he country. 



XII. 

PEOPlJi DO NOT \VAN> IT ! 

■■ There is a h; -irk ib..- at v. !i < t -JkrfhoiKD it.sell to, 
looking' back .'ll fh,s j^a ; - b. r >us»' I kncAs il I e!or-' " 
nan'oly that all tl roijph t: ose pa; et and all throiinh (bo con- 
Mdrratioii aii<l di oia -loa .»♦ this on tbon* is liai^liy <)n(' 

suggestion Ir 'U. oiy *o'o w :h a kiKkwledgc ot India I 
doi,ht whether tDcre > I’u stirtn .t* ill_ihat a gold 

I urrenc' would no* hr pop im- i ii i r othei c»r< om‘>i an <‘S 
rendered It desir Mb Te-^^-re ve ter. tciibini-* that T th<' 

hidto ofcoinrL'e oi Ii.di uir'i'ie t t lo‘ i'.ilanco <1 n t! only 
show's that there is no gr« und for n- ect 111" a gold (umM<y as 
being uiismted to I i.dia”— h irl 'd N<*rtD' ro'>k^ 

H('w often hai th" <^en and for prog^n>^s in lhit» 
country l)(i'n mot with tin* a i;iii!nent, which ,‘ii)poar«f 
unanswerable ti. those who a-o .t, that /he improvemonk 
urged is npt desired bv iho r.U'' I'f the people ' U may 
be the introduction ol oouinnisur^'' nriiiiary educatitm <^r 
the transfer of larger po!:'i. a. ixosei- to the Legislative 
Councils or the imposuion oi protedtivj dutifvS on im- 
poit- and exports (-r even ’he legivli/at ion of inter-c.^ste 
marriages: the reform v. ill ho opp^'se,^ on behalf of the 
people and in their '^apposed interists • the passes in 
India are voiceless and ignoi^nt and we all speak in 
th.eir name when ciuestion.'' ot politi^al/fsocij,! and c?cono,- 
mic importance are vutder consideration; and the deci- 
sion in each case will, of ’course, be right or wrong 
according as those who sfieak for the people do or dn 
not correctly represent their wishes and interests# Rival 
claims to sp kesmanship are advanceiby officials and 
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non-t)fficials* and* there are serious ^differeTices even 
among tfiedjftter as to wha*t the masses want and wheat 
will ultimate]y conduct to their, besi. ^^terests. The 
educated cl«.sso^ and the f)olitica<I leaders are generally 
of on'h partjeulaV View«on questions of National interest, 
but in certain misters there may be po such agreement 
^J^en among thfm, though these matters are usually 
con^ernyed more with* the details rhaji w^th important 
principles. 

The* reform of the Indian currency syster^^ is a 
question of this type, and for over a generation then 
has been any amount of ^controversy over it. We 
have had biutetaltists, suppo;-ters of the silver standard, 
advocates of the gold standard and defenders of the 
exchange stanejard in India. The votaries of these 
different currency creedf.^ are to he found promiscuously 
scattered among ofhciuls and ncn-officials, though 
latterly what Is called the purely Indian viev^> has come 
to be clearly distinguished. A Committee having been 
recently appointed by the Secretary of State, to enquire 
into the effects of the War upon the Indian currency 
system and practice and to malve recommendations with 
regard toj^ho piodififcations required therein in the light 
of t^he oxp*erience of the period of War, it has become 
necessary for those w*ho have devoted any attention to 
this subject to express their views and make suggestions 
as to the linos on whict reforms must be carried out in 
yio iinmedii^te futuie. ft is very complicated and 
controversial .subject, neverth^euss, one of supreme 
importance from the point* of view of the economic 
progress of India. Nothing can b*e more natural than 
the dej|ire of the Secretary of State to have the Indian 
■ currency and exchange arrangements examined by 
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experts, particularly on account of the. emlmrras'^nrtjftt 
which the abnormally high price of silver has ^caused 
to the Govern me n4^of India during the past, two yt'ars. 
The questjo* orthe reheiDilitati^n of the British ciirreiicy 
system was takew up in England loifg* ago,, and'hho 
reports of Committees of enquiry appoi^^ed there, iMve 
been out for months past. ♦We. in India* ^re never 
hurry about suqh rpatters, and p(A*haps the Scare i ary 
of State could not have found for his investigation the 
required experts to work in London when they were 
engage^ in other enquiries or more important activities. 
The maintenance of the exchange value*of the rupee has 
been Aie corner-stone of the Indian currpney polir> for 
the past twenty-five years, and with slight failures here 
and there, Government has kept up the parity Ifid. to 
the rupee since the new system \^'as inaugurated in 18'i9. 
^’he parity was recently shaken i)y tin* rVe in th(‘ price 
of silver and of the •rupee above tite fixed limit, <ind 
OovernmeniJ now wants the nqw Currency Commilteo 
to advise it as to how it should put its h(*use in order in 
the light of Jfche experience of Wartime. /lovormnerit 
seems to be anxious to have no radical changes and* 
wants only to adjust th'e existing machinery to the 
conditions which have ninexpectedly arlseti ar/(l which 
are likely to prevail in the near future. 

Before 1893, India had the silver stafiJard »|id silver 
could be freely coined into ruifbes at the Indian mints. 
In that year the mints we’je clos*ed with thc^ object* of 
enhancing the gold valije, of the rupee, and in 1899 tl^e 
same policy of artificially Hxing the exchange was 
taken a step further bjr ^Government’s declaration to 
give 15 rupees for every sovereign tendered. The^.sov- 
€reign was made legal tender and the rupee was reduced 
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to. sthe poMtion of a “token”* coin. The Fowler 
Comraitfcee which recomni*anded this policy, was clearly 
of the opinion that India must, ia *(1010, be endowed 
with a gold standard an<> it.' iisji’ai acc?)ifipai}iment, a 
gold* currency ‘ ‘But „the measures which the Indian 
Government act/ally adopted to carry out the above 
policy diverted it into channels whicn weredll calculated 
TOUttajn the goal o£ »n effective gold standard in India- 
The ('hamberlain Commissi i. which 'examined the 
question in 1913, tjiought tnat ths system developed 
between 1899 find the year of it> enquiry, was essej;itially 
thu correct one, •though it w’a-> not in pursuance of the 
aims of the Fowler Committee India had not a silver 
standard thflugh^^ho bulk of, its currency consisted ^of 
silver cojns. It had not a gold standard because its 
principal currei^cy was not convertible into gold at the 
will of the holdd-r.^ It was the exchange standard under 
which Government gave 1.“ rupees for a sovereign and 
when exchange went* below the hied par, ^tiered gold 
or sterling drafts on London The Chamberlain Com- 
mission laid it down that thi^ was a satisfactory 
arrangement 'for a poor .-ind debtor country like India 
especially because un3er it th?? people got what they 
w:iiitod,*riz,,,rupec:*' and even SQvereigns were available 
when retjuired. The new Oirroncy Committee has now 
been ask( d to s«gg*est modifications in the existing 
cuironcy,practi6e consistently with the maintenance 
the exchange standard 

I « 

Those who plead for the development of the Indian 
currency system along the^lines and towards the goal 
recommended by the Fowler f ommittee, are met with 
tile ugtmeiii that the Indian people, taken as a whole, 
do not want change. It may, however, be pertl- 
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'nfcntly asked ^ “ Did the people want ;ho dosing of. the 
mints? Di l Jhey want the k^^islatioii The 

(lovernment of J^dia pressed ^iL')r tin- olo^uro of mints 
because, e^:c^i^?lnge w^s steailiiy goiiiit tlu,wn and m 
suiting in niinual deficits But tl^ere was a large v#lunu^ 
of public opinion against the fthandoiS|ient oi the silver 
"standard. From ttie peojtie's point ol yievs ;ind in 
direct interests of the masses thi?, silver vumdardw^As 
quite satisfac\(jry! It was pointed oui .it t he time that 
the true remedy for the evil o( a tjilling exchange wn ' 
a redaction in our gold liabilitit s and iiiitlic lixod home 
charges and that fluctuations in tin* ioroign oxci' iiige 
affected only a small numb^'r ol pe ople while a ( hange 
in the standard of the couptry wonM«)rovj detrimental 
to the mass of the population. The Briti'-h 'Weasury to 
vihich :be proposals of the Indian (iovernment with 
regard to the closing of mints j^as hee» .-’eforred, set its 
face* in 187f) and ii\ 1886, against th<* suggested change 

and arguel that any relief which<*the ( Iovernment and 

those who had to remit money t * ^ Lngl<ind might 
receive as.a result of the artificial fixing of the exchange, 

would be given at the expense of the Indian tax-paynt 
It is indisputable that the policy initiated in 1893 and 

completed in 1899 trai^sferrcd the /i t>e Indian 

exchequer to the shoulderti^ of the Vho were 

called upon to pay heavier indirect tj^xation. In opposi- 
tion to the demand that India sho^ild a sound and 
automatic currency it is oft«i sAid s Oh the people 

know nothing about excliaiige? the^r have^ never iieard 

about it” But that ^s exactly the reason why no steps 
should be taken which are calculated to throw additional 
burdens on them. Afits^session in Madras in 1898, the 
Indian National Congress passed a resolution Jn the 
following words: “(a) That having regard to the fact 
5 
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th%t^the priifcipal, cause of the loss by exchange is the 
steady gfovl^ in the demaads on India fop expenditure 
in England, this Oongresvs is of opiniol^that any artifi- 
cial device /or meeting t>at 1 os§l, eithef^by ^hanging 
the <inrreucy'at,a»heayy loss or contraciting the internal 
currency, must a/d to the'-pressure on India’s monetary 
^sources and to ]ier trading dwadvai?tage ; (b) that the 
real relieV lies dn carrying out practically the 
principle, affirmed by competent authorities, of ngland 
bearing an equitable sharo of that expenditure ; fc) that 
the (V)ngrcss r^'jgrets that, save Mr. Romesh Cl^under 
Dutt and Mr. Meo-wanji Rustamii, competent and quali- 
fied Indian representatives have not yet been invited as 
witnesses to (represent the Indian view of matters on the 
subject which now engages the attention of the Currency 
Committee of \j''hicli Sir Henn’ Fowler is the Pre- 
sident.” 

Public protests and wishes were thus disregarded 
and the exchange sta^Adard wa^ established^ in India. 
It would have been some con.solation if the policy' of 
endowing^ the country with, an effective gold standard 
had been stojfdily evolved. But as we have shown 
above, the Chamberlain Commi*^sion concluded that the 
Indian paople di*^ no^ want a gohj currency as if they 
had^ over approved the af^Q-ndonment of the silver 
standard and the iatr(f(fucl ion of the exchange standard ! 
'll 10 , t’fu' !na''’'i;cs iii,.India have no use for a gold 
cnr'.P'v in their daily transactions beca’iso their 
avi " v'"'' individual monthly is not emnigh t(f buy 
a sav. ^ .eign ;v’d they n ant rupees fqr the ordInar3’ needs. 
But thi'' is nig a .i-milliarity^'f finiia In the wealdiiest 
nations d};p We (. the •ordinarily use silver 

thougl^aJ' e'tee ivo gold st'uidard prevails the.»*c. But 
nobody has ''•ivg-...0(>d ijjat in Pnglaud, for instance, 



75 


People L(.% ^Wanl it 

fhe gold standard sho^llfl be abandoned. Ttho point is 
this. The ex^hahge standanj is not natural a^id aiiio- 
matic. Under it 'jhg values of imports .and exports arp 
calculated artiBbnil me^ure whicji ihtlicts burrU n 
upon producers o/ comniodiiies. The sji^bilnty 
exchange has to be bought at fi high i^ico wtiich mu t. 
Te paid by Uie poo^r cla'^e> Lot u^. therefore, iiave 
either a pure silver sra:idar<l or ]m re •gold stancj^li. 
Thv^ ])resent .sVstefti w ih no: <lo. Uow can it In* ^cid 
that people do nt^t wen* an ofTictivp gold srainJiird 
because the masses wili net isc'gofd c>hns ^ W ^h c j' \i 
cogency may it b(! con:< ii'ied that } eoyo' <io tu^t H'lnt 
thatUndians should b(> gi\< n higlun and ''iiouli. ne 

appointed in larger numb'^rs .it, members the Lx( ' a* 
tive Councils, because *ni' tn;mses .‘i\ not likely t(- Jd 
those p<)sts 1 In one bi\ atlM' e are t^>bi thaf India ts 
growing richer, that mc- HiO'-t wagcjj and price.s are 
increasing, that lior trade i" rapidly bx)janding and timi 
she has be^n importing argn. (pi^ntiiics of gold year 
after year and in the n’n r ivn- povcri . us urged :.k *a 
fatal objection agaimn i; * .'(dun -n i^an efleclivc g ‘d 
standard. Much water 'i v* l un ler llin bridges 

since the reporl nduthni f mnmis.-'ion w-fs 

publi''hed. ^ ^e..mi!.l.nl rcscivt^ a 

fifty crores in hhigland d^:a :ulvcr«^< Change, ov^u if 
it continue'^ for throe ’.''-I '’ woajj'' uas been cfo c> 
lively guarded again^t , *.av»> norn^ali}^ a favonrc.n.e 
trade balaiic- ami our I ■ •‘*1 /mid are^lurge. it 

passes one’s undc!*'t 'ind. Tg why, undg r these circio'-- 
stancGs, a fiirth.or m i '. .advance: towaro^ gegn' 1 
gold standard .-hnahuA: h* taken. A< any rate, r <• 
ought tt> be n- ’king *oiv^':;adc a '"/'tpreheri L/ - 
quiry ituo tbc ak di q '< "li ■ . 'd I I currL’U-'y 1 
excliauge India ’..'an: ^ anki.-n a*" ^ 
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facilities for indiistrial ajid *c(5mtiierciai development 
ancl an e^ptorjiatic system currency. *What the people 
want or do not want must be decide^J^n^ those who are 
in a position *to form an(^ expresb' hn o^Iiipn^ on this 
subject. Anrf thiji is not possible withi^ut a full enquiry 
and a free'discuyiion.* IVoplc must he taken to desire 
a thing which is calculated pronfi»te tlveir host in- 
'^gy^sts. and a •currency system which imposes upon 
them a inird('n, though indirectly, carftint'he pronounced 
as one which they favour. If (loveriiment consider this 
question? with ^aii open mind, [ liope they \vi^ also 
appreciate the desirability <u shaping their currency 
policy in such a way that while the development ‘will 

benefit the pjnduoj^ng classes it wii’ cause m, lo.ss 
their own revenues. 
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.\^nux*) i' ^v^p m. 

» • 

'nytlnn#* 1 *. <> • --nu rhiii>; rn r Ir ' th- 

,0 ularity i {?('!<' , p , (. M r.i’ltor ,'i‘ t lu'C 

] >' reduce* t-;< [ r,*- * i. ’ u ’ir** ' o', .la.nic th#iS Uiryf 
, ! ni o fit of piirri*' ^'\ tr 'o. .-i: ■ ',.]id li.uo tdJit 

r*‘pla('e'(i b\ ■-wn'H 'rr ; . > ' .i5 i iti lo» . 'i!*lhef 

W' rds, I NViPiid "t ’ K** ’ oupl'’ li.iv- ’hf dvf' flicv , 'ul f 

A'ould le’t pc'ij'l’ h t):«' , ,;!(! i!i v > ' jJ’ni ujuit oroi ts I 
luado ti'oii the!' '. f 1 ' ' 'ifl ' (! joi-: n.t" tl'p p.i'd iJ 
kf-cj! ni'- goUi — ! ' ’ harr.s 

‘‘ THK pe^opli- :if 1 ndia "ui^ •'*!'(' j; I vf II wh.’itovcr cut- 
vency tlu'V !d, p’*] • ’ <-* ilvor; 'iiid ihit is 

exactly tr'fB I' li’cy ^;l)ich < »<". r'Vr.u <?)>( in India liap 

pursued during ti.e p;i-t few 'hi^ is • hurdn^i 

of tlie *-()np, of t'>(' Dia ui' ^ i-i m i.ssion'^ R{}])ort, 

the latest anth'»rjrrni’‘o {.U'S- (ho at < 0 . tin* -ubjoe’ <^4 
Indian current v I'lt */* ' taim i" •>' , 'ocms t( have 

strongly nor'-uaelc.! ::-(#!■ i'd * - a/ too p >or 

and ignorant Oia"- ■ lodi. ii, ed onlv rupe>.- , ^tbe 

cry for an eiTecrivi- d -* in i -?d bnAthe cirxnlation of 

g(jld coitis di 1 'lot ’ CO ?> , rl ‘In- ^pooole of 

this coiinivy. 'V e" s]-- v^ ti -w crr'-ncous 

this impression > .^d . rv iiAvur’^ui **d is to, con 

elude fron; ihc f>t ' > i*’ ^ oissch usy ,ud wan. -O'.y 

rupeem Oial ]nd..i P' ■ ■ ot Veepiire^ ' r*-nl gold ^t.'rJ!iard 

\Ye 'duall n"W e x i aini^ "« wl.ici; tPe (’onrn lesion 

has attempted t * toc.k*.' n f., v,»ir of thf? r:'n'n';mar,ce 
of the p,o and m Mi> trenglh of *ahni: tbc 

Currency Committee now ' irting in London oa- been 
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asked to*exdude the question the gold^ta 
itfi inquiry. . * \ 

The masses'in every ftountrytwill hav^ry 
ciiri^ncy (^f high Value because their cfoily ti 
are small. This^s specmlly th.p case in In 

bulk of the^people are extremely poor? 
cnlFthe^majority of ertr population hf^ve for a 
even a small piece, say worth ^Is. 7V? Th 
coins of small denominations such ai^ the nip 
frictions, Nc^ one would dream of forcii 
currency upon them, because that is an imi 
A currency is not circuliyred among the 
clmrity, and th^ idea thatr the advocates 
btandard for India want to force a gold curre 
the people, is hwiicrous.^ In countries, when 
an elective gold*st^andard, currency made of s 
bronze circulates on a large scale a# it does 
That currency is a toten currency, its legal t; 
largely above the bullion value, and its leg 
quality is limited to a certain amount. In, 
rjipc ‘0 is a token coin, but it is unlimited leg 
and is thus not a subsidiary coin as in other ' 
The prin6ipal/;u*iTedcy elsewhere is either a | 
or yaper convertible info gold, so that all v 
m uisured there, irfinfernaj as well as in exter 
^iU'iions, term^ of gold, which is the metal 
^ thp standard. In India,* we have indeed adc 
oirr stand^ird and«the rupee tis looked upoi 
value, as if it wore made of gold., But it does n< 
the ^iiarket. value it professes to have and o 
exchanged for the nomfna^i value at th 

tion oBthe holder. 

This is the essential difference between 
gold standard and the exchange standard we n' 
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The curious pan* of the situ^^tion is tliat lj|ie sovereign 
is legal tender al^rg with the |;upee and to that extent 
our currervjp^rrang^ijients »j-e similar, to* tiiohe which 
prevail in France which has a gold sVipdJni but ^iffer 
^rom the British system in which the^iiver Voui is not 
unlimited Iflgal tehder. iTue revenue ot t ' )Vt>rnmGnt is 
collected in rupees and all our are 

on in rupees.* Ttfe sovereign may he H't-d as Currency, 
if it is available, hut its chiej purpose is t > measure 
value^ for foreign transactions, ff you^ want Rupees oi 
notes redeemable in rupees, the oni,v w.iv to secure 
them is to tender gold or sovereigns in England or in 
th:s country to Government and re^<dv‘‘, th » national 
currency. In other countries, n<»te.> are redeemed in 
gold ; not so here, as they are ba^^ed < 0 , rdpees. The 
.sovereign was made legal te<ui( r iv Imiia oDviously 
with the object of ultimately placing the Indian cur- 
rency system on a gold basis I>ut what an interesting 
part does it play in the system a< it has been devedop^ed 
during the past twenty years I Go’d dulli >n comes into 
India for being used for jewellery and in tlie arts, and 
sovereigns are imported to fill i/p tiie gap in tiie impoHs 
left after funds are brought into tlvo ci^untry ^by means 
of Council drafts, Foreij^n debt owed t * Imiia must be 
liquidated year after year. When m^ercliandi^e, CoTmcil 
drafts and bullion are not adequate h^meet (he tiebi due 
to us, sovereigns are impc^-re(> and rhej »fiay be ex-' 
changed for rupees and note^* or into circulation 

as coin directly or^through Government This is tlm 
way in which, according to the Chamberlain Commis- 
sion, the Indian people, ^et the gold currency they want 
But how can the gold currency thus obtained, remain 
^ in circulation ? . When the token ruj)e8 and fhe note 
circulate side by side with the sovereign, th ‘ 



10 '' 

. -'urrcncy Reform. 

^ will^lwa^’s be al a premium, and tfccaTding to thi 
famous economic law known as Gj: 0 r-ham’s law, wil 
pass out of oic'^ulation. ^|ben the 6jJponefc4^ pf the ^^o!( 
stanc^aid winii)OiT!j t > this "hoardinj? ainj melting of tin 
, soveroi?Tn,s find ‘‘ ibokihow gold currency is wastec 
and nnner. India JThe people go,t a quantity 
of ^^ereign.^ d-> not use them for purposes of cur- 
roncy. * In no country in the world* wUl gold coin? 
freely circulate if they are at a prq,mium and if the 
people hfve no assuVanco of golting them whemover 
they want them. It is an economic psradox 'hat when 
two coins are full legal tender, the intcrio- will dVive 
the superior coin a^ut of circiMatioii. There i,'. anthorita- 
ti\^e evidence, besides, to show that the sovereign is very 
popular irn'certain pans of The country and is used as 
currency. If .so^^ereigiisi return to Government trea- 
suries, it is said th;i*t tha: i^ a ])roof showing the*an- 
ponulaiity ot the goM pidin. If they are retaiiied in the 
h^nds (0 the pi’hlic, it h ‘t-ated that they ere 'hoardtd ! 
It is on grounds !<*!:,' ‘du -o 'hat the exchange standard 
is d('fcnded as the 'suitable standard fer India# 


* r a n it is •.rgif.'d that i:i gaM standard countries, 
Pold ccins are ra :-eiy^(ised as currency. almo«^ al! the 
^ ram c.c: .i'V g r-lar'e In cheques o.r uoti-. This is 
''''0“' '■'..j.’h. and ^uo I -’aiisible person will deny the 
^ rtato-? Ml '.he (’coimm*;' involved in rhe use of 
the tc :^euinmatioii dm-nutly to 
^ iv M’hieved in India? It will he many 

y»a.s >• re j,oi'pl« wiu'get into the habit of 


using Mt, 

notes redei ean' - 

tain;y an t ^ 

through*a gold : . 
the refernt can he 


rre scale *and* to ask rhem to use 
■■’y Ml a. toke^ currency, is not cer- 
v, V of educating them. It is only 
■ cy and paper based upoiTgold that 
'dected. Even in a country like 
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England whe lie tVie bulk ofi tlic curronc.v* ox^ifisists of 
cheques, and in c^li^inental coKitries wlu'rc it cioi^ists 
of notes, ijuanti^cs ol J^old are held, in thi' rk‘- 

serves of banks^and also {'irculato 'a*; inoju\v *riu* 
pre-war amount of ^old in *th(' Kiiv.'jdoin is 
e^imated at'»lb]‘l m iiiit)ii^)Ound^ orwl^icii sd s innii ':i 
liounds were hold bvylae oanlv' .ovfi*TS milh -n 

I** • * 

oy the public, The ' 40 I 1 I coin m th.it couniry uuo'-.'immI 
truni £100 million in 190-1 to £1,1 nilllion in I'MO 
than million p^'f annum hTtiin tlie (otd ot 190* t't 
the middle of 191 K Tpj i; ('rea-c v. i'- esi*i!naU'd ‘‘is 1 
million or .about IT’ million, per anmim. riu ab'' rp- 
tion of so\ereiyim by the pnj)lic in in ’Riforfill n.ir),< '(‘s, 
hoards, eirculatiou and inca'iiiet, <luri!ui: tli ; ,2 ' 
endinpc March I91iu somewiiai ex.ee'»dp(i £ t muiion 
for was about £5 million a u- and dyhtn^r the 1 -a arn 
ending; -list Marcln i9M, :he ibsorpticii bv tim jaolie, 
was £30 nn)iiom 1 .ider .‘he e::i'-h^t''m'V^t(Mn, '^(A'(‘r»o :ts 
will and must i>e imp uU'd into*! nlia a%\ve have si own 
above, andjis they arc .eya! lender. !".ev wiM eir< ih t(‘ 
to a moderate ext. 'Pt Hut (;p> ^ ‘m ..1 loilpbem-t 
Under the ipoculiar ‘nnn‘'o'i).(‘'m 0*0 idy desei.htd, 
the imported sr.vei-ej.mi'.* canmd fo'.'r)hip •i t^ucli/ns o .-^n 
expanding y 'di . jrroT'cy »:ior ^ m tluw be a ^f:%ny 
fonndatioiP for a yein.’ine .roid uidar^l. ^Such asy^le4n 
c innot bo rcyardi'cl n - o ’"f iciej v • Tid^>er:na:^nt. f>ive 
Indiij. either .'i -mlver >-p-mula:iT*or a true p.dd standard. 
If the iirst is impo'.'jbhn a-t lea^t rioftie an r#rnesi ffforV 
tc develop the Jt i.- a hiyhly tnterestiny ,• *1 

disconcerliny -ii lati ui lhat'^;olia i' not yiven an 
tive gold standard tin>uylf tin? country can com ‘ '*d 
such large quantities' d' gold bullion and s 
year after year ' Foreign financiers ^ro afraid ‘hat 
India’s large absorjmion of gold will starve tPeir tiion. y 
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markets'as India must oubordinate‘'her interest.'* tc 
the convenience of others ! But thiit^^bsorption cannot 
be avoided., And if that in so, w|jiy not t&3 ,f^ll advan- 
tag(»of the peculiar p9sition of the country and evolve^ 
in it a currency /"y stem based upon an effective gold 
standard? The .currency conr.initte/’ sitting in London 
Ts*t, however, going to discuss this aspect of the 
problem and has been asked only to suggest temporary 
repairs to the Indian currency structure as it stands 
and as it has « merged out of the War. Mr. Montagu’s 
plea for restrict/ng the field of inquiry, put forward 
recently in the House <'f Qommon>, is absolutely' un- 
convincing i-nd tlf.ere the mutter stands for the 



XIV 

I'KIC^IS AM) L'XCliA?JliE. 

“ A lowiT eiclianj^e g V08 tlu* lud an fxporti*^ a higher ri'p^' 
prlte for his [jrodi^rji/ vvitnout r ti;e gi'hl pru'o^ to tifc 

ftiroi!.;n bu\ er, wliiltM'oni; oI njx ;np tei of foioigii izouds lo 
ex.K't a bighor rupc^' [^r cr t.' ^ r Ins :,old oml»> A aigluT 
exoh«^Ke on the othi-r hi.nd hm r. ilu* r "peo jinro o# native 
prodube, while enabling the for'ign .mnorter t<> sell his g<>od^ 
clir<iper. An app'eciatr i < \ch mg*- thr 'Ugh ifs .nfion on price! 
has thus a doiiiile edt Cl on tlu tr#''i '^la .c, by « In eking exports 
and stimuhitHig imnorts ” tn.phi’l ,o.i>John Moire. 

(Memb' rs of 1‘Anvlor Ci* • miffee ) 

The spirit of unrest which ha.- pwailed in India 
for ^ome time past and whic i i)nr:>t* out info acts of 
violence in several biases, has t>e -ii attributed by many 
thinking persons mainly the* extraordinarily high 
prices of the neces.sarie.*' of hfe ruling , in the markefs 
of the country. During tac 'une of the war, owing to 
high freights and diminished outjmt. prices of importarit 
commodities naturally .soared f mipiecodcnted heights, 
and owing to a keen* demand toi^ seveval ^^asses of 
articles produced in fiidif# required for the vigojjous 
prosecution of the struggle,^ uiere Aas^ a considerable 
rise in the prices of our raw mateiiais* and f^od stuffs. 
The congestion on our railVayj^ and the difificulty of 
internal transport and exichange coatribute^ to the risji 
to an appreciable e<Uint. Th*^ situation was rendered 
still more difficult by a faildre of rains over a largo part 
of the country last* yftar, and famine conditions 
established themselves as the direct result ^f the 
shortage of food supply. It is expected that the position 
thus aggravated, will be relieved to a large extent by k 
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satisfact€)rjr ^rainfall diirim? the current ‘^ason and the 
consequent abundant supplies of rains and other 

article^?. Tjiere.can be «o douj^t that ^uffs will 
bec^nc cheup fiie cyuntry is nlessed*with sea^onable 
showers r)f rain^wen other conditions may not 

h0 a*-- hi vourablo.as one wonkl th(M>i*to be. \7e 

j(’Lnw talfies shewing compdearive^ prices vlnring 
the p " ’ v(» years : — * 

I. vvHo./.SALi: 

• ^ I ('n^r,T/ ' n(L X n< hct i>} ‘tJmle ti jx. c ", 
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III.* RETAIL PHICES. 
'*Indi’z uuft fteT ot retail food finc**h 
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The correspondins rise in the prices^of th^ iirticles 
of food has been twice and thr-V'« as li^rRo in European 
^cotiiK*pies, while tu countries at a distance froni the 
theatres of war, it *has hoen only slightl.v larKet or in 

certain cas^s. oven -mailer. Th®’’® 

of the price- of food stuffs in India ftoinu down a- a 

result of gotid crops, though the Kcneral level of prices 

will remain at a level .higher than that of pre-war 
times. Indian raw materials w'iil l.etch high prices in 
foreign markets and thJy will react on tho’gerreral level 
in this country. Prices in fiuropfer.n countries are not 
likely to fall materially during the next few: years. 
What with labour troubles ,and» Ihe depreciation of 
money as also the destruction vjrou^ht by the war, .cost^ 
of production has risen in’those countries affd they wilP 
not be able to place'^ tl^e market commoditie.s at 
prices much lower thiyn those ruling at present. The 
high prices of imported articles will have their effect 
on general Indian prices. To what extent the 
of money in circulation in this country Is responsible- 


86 O'w mm < v ^Refornl 

f • • • • ^ • 

for*the rise in prices cannot be accurately estimated! 
But that the additions ^hich have teefi made to the 
currency duning the iasif four years J fijust have contri- 
buted to th« rfse to son^e extent is unSlfeputed. The 
totaT amount oT'noten in circulation •created another 
record in the be^nnihj^ oi July 1919^ when it exceeded 
I 65 L, crores ainj 'tho issues new rupees have been 
contintrous, about enures beiik:,^dd 9 d to the circu- 
lation in less than hve years. Much of the rupee 
ourrencf^ must, however, be idle^- and inert, being 
hoarded on accouni of its high bull/on price an[^ there 
is ground for believing that much of it must have been 
molted for the prpfil, v/hic^ that operation was calcu- 
latod to >iold. *The iu'ar(^od rupees will come into 
circulatic’n M')onor or laroi B»it if a large quantity of 
the silver C()iifs ha-^ gone to the melting pot, as seems 
to have ho(;n tho*c<ase, that constitates a diminution ofi 
the total amount of mo'uey and effect of the circu- 
lating medium upon f)rices i‘s, to that extent^minimised. 
The increase In note circulation is, however, large 
enough, and ^in India as in other c >uiuries^apart from 
Special causes affecting- the values of certain commo- 
dities, the quantity of money in the hand^ of people 
must raf^e pwe^s g'eneral!:' whofi that quantity exceeds 
noimal proportions to, any uppreciable degree 

Absuiniiig, thbro.'ore, piat the general level of the 
prices o^ commodities entering into the consumption 
ot hu ge classes of people tv ill remain hiizli and that the 
hardships <!•( the n*la^s uf Om’^poople will De severe, can 
WG di \ , ,0 any measures to the dctri'v.ontal 

effects the phenomenon f-r to '!o\^cr the level itself? 
High prices of nccessarii iffe rind of raw inaieriaU 
ara oUvioiishv an evil. th-rog':i they ■ ay be overtaken by 
steadily rising' wag,>s awd profits. In a thoughtful 
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Article contributed to the Pioneer of l‘ith June, Prot'.ML 
Stanley Jevoifs of Allahabad University, Suggested a 
remedy for the aylljoj high prices, which has caused so 
much uniie&t A^id discontent ai^iong the' m[\s« of peoph^ 
in India. In vkvs^ of the fact Chat'it is Uio dut^’ <>f 
Government to relieve the .‘^uflerin^;s o*\ the people due 
to high pric*es, he suggests that it til^ould raise 
sterling value^of^the rupee an(/1ix itat21d.- Ap*rf 
from his argument in favour of ihis proposal based on 
the ground of the ‘desirability ‘f-working uy to ,in 
unassailable stability of exchange, it worth while 
considering how far it will be an advantage for Gov{?rn- 
ment to attempt to lower prjee^ by nj-ing the sti'rling 
value of the rupee. Our oftihe t\\t) aifernalivo eoiirses 
open (1) the imposition uf a gomTal export lariif 
upon ail India’s raw material and fo»)d ])roducls at 
Jftubst^intial rates of dutie'^ an 1 t'O^tlfe raising ol the 
rate of exchange stc^idily !<■ the hvrl ;f two ^hillings, 
Prof. JgvotJs prefers the ''ccon:!,* He aiaintains thaf 
‘raising the rate nf exoluint'c i.a.s 0%* >aine eth et as 
increasing Indian prices t;.c iojaign buyer ar<l of 
lowering foreign prices h^r the Jiniian imiiorter;' arid 
that as a consequence iliore wo ild he srane reduction rd* 
India’s export trade ai^rian incr' trade. 

The statement that rai^ing Mte rrae < -t oxehange has ♦he 
same effect as increa^ir/T It.dnr; , rKs> ^ to the foreign 
buyer is, we are afraid, inacc.jrato^a^ It .sfant^s and is 
likely to be misleading lii.x‘t*egt in the case (jf commo- 
dities in which Iirdia hyir i ■.vo ' Poiy, tlu' ])rice^ nji 
Indian articles in nnirkm'' must he regulate^' hv 

the general law of fhnr.atrd r rci "up^dy opem mg 
throughout the world.* 'P'v • reign buyer of Ir. h.an 
wheat will not a pay im a penny more for it ‘W.oply 
because we have ch<''sen to rais . the sterling value of 
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ouv rupee. Suppose we raise exchange to 4Ucf. to-morro\<^ 
Will the foreign buyer have to pay douWe the present 
price or any higher price at all oJilV, on that account 
Certainly cipt. "What wt'il happen as ?K’nesMlt of an 
enlfanccd^rate 6f exchange is this. The gold prices ot 
Indian commo^i-tieife will, as usual, continue to be 
^pverned by wprld forces. If they go up err remain aTa 
h i?n loivel, Indian exporters and producers will derive 
benefit from the high prices which will yield them a 
larger Quantity of rupees. The foreign buyer will pay 
the gold price' fixed for our commodities in the^foreign 
markets whatever our rate of exchange. And if we put 
up the rate, that^ price will only yield a smaller amount 
of rupees In tM^ country#v t<> the detriment of the 
producer^ The importer in India will pay a smaller 
amount of rup(ws here to obtain a certain amount in 
gold, say in L'oi^don; and that will be his adva;itage!^ 
The manipulation of the sterling v».lue of our national 
currency as suggested will thus put less m(%\ey into th# 
pockets of In^Uan producers while it will place a 
premium upon imports and benefit the importer and the 
foreign manufacturer who will be able to sell larger 
quantities of his commodities in this country. 

It i!^\evi(ierfc from his article that Prof. Jevons has 
abflolutoly no illusion's in this respect, and these effects 
constitute the very essence of his proposal. He thinks, 
and qu!t^ rightly, that the effects of a rise in exchange, 
will be counteracted largely by the reduction of 
«hi|fpiug ficights which is bound to occur. All the 
same, according to him, the objpjpf to be attained being 
a lowering of general Indian i>rice8, exports must be 
reduced and imports must be l.timulated and the remedy 
is to ]^ut up the exchange. Briefly put, his argument is 
that if our exports are deliberately restricted and 
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imports encourjsged by reducing th% pron^ of *tho 
former and incre|i8ing tho^e of the latter/ the Indian 
markets will^bc^ stacked wit^i larger quantities of 
commodfties with th<» inevitable effect thftt the prices 
will fall. The favourable tr^de* balance will also be 
■•duced and with the quantity of ^noney in circu- 
lation. And the question to be consifl#red is, shall wb 
impose this s.vcriSce upon the large producing* classes 
in order that the general level of prices in the country 
should go down or at least 'should not ri^o•higher ? 
A hig% exchange will be a self-denying ordinance 
imposed upon the nation and will mein a self-inflicted 
loss to be suffered with the view to escape another loss 
or inconvenience viz, tlJat causecf by ^igh prices. 
European nations are indeed confronted to»day with 
the serious problem of high prices. The Government 
of Great Britain has appointed a defect committee to 
go into the whole (Question and is considering the steps 
that should be taken without delay and a royal decrep 
has been issued in Italy fixing prices and providing 
severe penalties for those infringing its regulations. 
The situation in the V- S. A., also has become very 
serious and measures are being concerted to relieve the 
distress. Prof Jevons ha^ ruled out sfleh /measures 
as an export duty as inadequate U meet the situatfon. 
But we cannot accept bis remedy wjiieh will ^defraud 
vast masses of producers of theirMegitimate pibfits and 
put them into the pockets of *a copiparatively liogiited 
class of people. It W^iJ^he like saying to the producers 
that they should take As money for their commoditiss 
in order that they may'hirve less to spend on- their other 
necessaries of life. It will be levying an indirect tax 
upon poor people without enriching the state treasury* 

$ 
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An export dutjf would be far preferable to this form of 
indirect taxation. * ^ * 

It is worth considering whoihcfr t^e lowering of 
prices cahnot be achieved by*other means.* Prices of 
(food) grains will not ri^e higher anS may fall if the 
country can itfoduce large crops. # Transport faciliiias 
i\jjy be grantad to bring atout.a satis^ctory distri- 
bution and profiteering should be sternly, checked. Very 
drastic measures are being taken in England with that 
object^in vi w. If Yood*production is not large enough, 
no raising of exchange will keep prices down.^ In any 
case, it will take a lot of anxious and prolonged thinking 
decide whetjier Govefnment should reduce India’s 
favourable balance of trad^by putting up the exchange 
in order*fco bring about cheapness. It is urged that foreign 
indebtedness f<j India# will be on an extensive scale on 
account of the hi^h prices of her staples of expe^'t an? 
that a big gap wilj. be left in her trade balance on 
account of the inability of foreign countries to meet 
their obligations in the shape of commodities which 
will prove too dear for the people of this" country to 
^buy. Foreign countries will, therefore, be forced to send 
the precious metajs to India and that there will be an 
inflation of the currency. We*feel that now that India 
sfands on the thrd’shold of a big movement for 
economic development, she wants abundant capital to 
finance* her in^ustTks. large favourable balance of 
trf^de will enable her tQ import the capital in the form 
* of machiiftry, stores or in geld. In whichever form it 
^pomes, the imports will stimul^JUi industry and banking, 
and the foundations of our purrency system will be 
strengthened. With an effective gold standard and a sub- 
sidiary t({ken currency, the dangers of inflation will dis* 
appear and the importation of the precious metals in 
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part payment of 9ur exports will cause/ no troul^le. The 
high prices wiiich ^result frdW inadequate* supplies of 
commodities jjpu^t ho met by f)roviding f«r production 
on a largfe ^cale and a» more satisfactory .efistribution. 
‘Produce more knd consume le!^s; in' any •case, eco- 
jiAmise,’ is^ the ^nly practical reihedy the Food 
Controller has been, able to suggest *iii England, 
inflation of ojuirreticy is the cause of high prices, the^ 
system of currency must be made automatic so that 
circulation of money may * expand and jiontraot 
aocorcAng to the need, h has been claimed for ft;e 
Indii^n system that though it is characterised as a 
•♦managed system, ' it is, ni ;nci, as automatic as that 
of any other country. \V^ do not believe this to be a 
correct statement. Bat if it is correct, the (>anger of 
inflation is unreal and our prices wil^ not ho alTecte<i 
by th^ volume of current" in circulation. As a result 
of his inquiry into the cau-os of l^igh prices, Mr. K. L. 
Datta shotfed a few year.s a^o that the production 
food grains in India had not been keeping pace with 
the growiiig demand and chat the high prices of the 
grains were an advantage rather jhan otherwise to the 
cultivators. What is then required is larger production 
and improved distributibn, of course, a*cc«mp4nied by 
the adjustment of the currt*ncy •circulation to the rtal 
demand. 

The relation of prices and , «?x change at^acted a 
good deal of the attention ot the Fowler Committee 
who had to fix the rart^io betweed the rupee an (f the- 
sovereign. Two of the^embers of the committee who 
favoured the Is. 3d. ratio ‘instead of the Is. 4d. ratio 
proposed by the majority,* made the following observ- 
ations : — “ It is on this aspect of the question that we 
base our strongest objection to the Is. 4d. ratio 
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effect As^ gLU unfair tax^ on native* production while 
conferring a bounty ^on imported, goods. It is not a 
sufficient rdpljr to this tg say thaft? al inserts are paid 
fpj; by expt)rts,.the gain and lo^s to the community are 
equal. This is evjSen^ when we consider that the 
native producer is the cl^ss whir:h losses, while 

which • gain^ is the consumer of imported 
goods.* It can never be sound policy toliandicap native 
industry while giving a bounty to foreign imports, and 
in thtf case ^ of India with large foreign obligations, 
which can onl^ be met by surplus exports of ^Jroduce, 
it would be a fatal course to pursue. But beyond the 
effect on e|port| and impbrts, so far as they balance 
each other, it still romains^that with a Is. 4d. exchange, 
the co8t*of providing at Rs. 15 each the 17 million 
sovereigns annually required for the home charges is ^ 
tax which falls entirely on the producer. ” • 

The sound principle enun(^iated in the above 
remarks must be borne in mind in deciAng as to the 
rate of exchfifnge for the future. Prof. Jevons has 
proposed 24 pence as the sterling value at which the 
rupee should be fixed on the ground that at that ratio 
the silver coins arp not likely to go to the melting pot. 
The ratio isTiigher th^in that o? the token coins of other 
countries and there fs no danger of the bullion par 
being reached, the case of the rupee thus valued. It 
ii^ immftterial whaf artigeial value we give to a token 
rupee which is merely, a note printed on silver and 
under an Sffeotive gold stanfiilrd which we are anxious 
to see established in India^ the^pee must be a subsi- 
diary and token coin. Fjrogi this point of view, 
therefore, we have no objection to make to Prof. Jevon's 
prop(%aL But we must point out that without a real 
gold standard, the rupee will remain a full legal 
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tender; and givii^ a high artificial tvalue to it is 'to 
invite all the uhdesirable consequences atteiAiin^ upon 
an unduly high (wct^nge referred to abov^. Suppose 
silver deprefiiaies in a * few yArs* time tin^ goes down 
to 30d an ounce. 'What an amouii>t of ’seignojage w^tl 
Gto^rnment charge ^pon the coinage otVuoees in those 
ciroumstancerf I What jneqifalities of birr^en will that 
impose and ho^,lai;ge will be the irWireot taxation tl/at 
■will be levied upon the poor and the producing classes ! 
We cannot assent the measure* a^ a pernjanent 
arrangement as it is calculated to impose heavy tax 
and t(i subject the agricultural and nthei* sections of the 
Qftpulation to huge losses. We would rather favour the 
minting of new subsidiary'* coins witf a hfgh bullion 
ratio to save them from the melting pot and v\rge the 
adoption of measures by wi^ich an *efTective gold 
standard will be evolved in the near fi^ti^rc- A system 
under which the whole currency consists of unlimited 
legal tender'^token coins and of notes convertible only 
into the tokens, cannot be tolerated fpr a single day 
longer than is absolutely necessary. If, Jiowever, we 
are not going to have an effective gold standard, the; 
exchange value of the existing rupee must be kept as 
low as possible whateter rate may Hk .terafporarily 
thought desirable. 
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SILVER. GOLD XND BIMETALLISM. 

, a'* The direct obitacles ID the Wciy of international hirootailism 
were political. There never was a chance far theiconclusion of a 
compact. Great Britain at m time was willing to accede, except 
as to Britieh India, w,bich .wouli not haVo brought any new 
strengtli to tb3 bimetallic ’ea.;ue. Without Crroat Britain 
Germany w'oiild ijot come in, ithout at least one oi these 
countries, the United States wouhi not. Whatevi*r the abstt'act 
possibilities of united bimetallism, the project never had a work- 
ing prospect Sf realraation” 0* 

“ The danger ot a scant supply oi gold— io scant as to keep 
prices moving I’ownward—distpi eared. It silver had been 
treoly coinable as i ell as gitld, the total supply of the two metals 

would have inore.isei? without tai' at a portentous rate 

Bimetallism would hava fed not to stable prices, Init to prices 
^ even less stable, and advat'cing even more rapidly, than under 
the single gold standard. The e\tra-ordinary increase in the 
production of g^ld has put a’' end, probaldy for eves, certainly 
,tor an indefinite period, to all proposals for rehabilitating silver” 
—Prof. F. W. Taus^ig * ^ 

The ibov^ two extracts characteristically represen 
the* changes that hav9*taken pUce from time to time i] 
the views of economists respecting the use of silve 
iinci goklras monetalji standards, in response to th 
varying degrees of increases in the supply of the tw 
metals. Fo^ centuries the cU^^eiicies of the worli 
consisted of gold and silver ,cvt5tis circulating at fiiei 
ratios of value. England led th^ way by establishini 
the gold standard, leaving other nations to use th 
double^tandard. Her example was later on follower 
by other countries. It was believed at one time tha 
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there would be t^nough gold available in the world'*to 
enable the leading nations to maintain gold tnnnometal- 
lism while otj^er jounjtries migl/t deal in best w&y 
they couW 'with the large quantities *of ^silver with 
which they were 'flooded, The grounrf was ci^t off 
aRder the feet of biqjetallists when it we*; found that the 
he>p of silver was not ^•equfred to satisfy^ the currency 
needs of cou^^rie.^ which were rftfked to co-oparat«§ in 
maintaining the parity of the two metals. Countries 
with large stocks of silver might -iise the whit;p metal 
tor curifency purposes and keep up the valhe of the local 
coinsjlinked up to gold by controiliifg their supply, 
iiihe limping or the exchange standard was a remedy 
for stabilizing sterling exchanges and tl?e problem 
of the standards seemed to be finally sol'ied. • The 
^^xchange standard enabled ii^dividua) countries to 
maini^iin the stability of their foreigPi exchanges with- 
onbany international agreement 

Bimetailism came to be ei^’ectively discredited 
when the world's gold supply steadily increased from 
year to yi^ar and approached an annpal output of 
£ 100 million. Far from silver be^ng needed to supple*- 
ment gold for the satisfaction of the growing currency 
needs of the world, it' was felt that die •supply of the 
two metals taken together ‘* 0 xcee 4 ed the requireoionts 
of expanding trade and industry. Th4 problem was now 
not to secure an adequate suppjy of* gold £y;ii silver 
for currency purposes, but to create an outlet for the 
su'perflous gold whicby^ound its* way 'tnto m'bney 
markets. The outpiK^^ gold began to prove embar- 
rassing especially because it led to the expansion of 
credit and currency and sent up prices. Sotrie looked to 
India for relief and suggested that gold might be 
diverted to this country to the benefit 5! other nations 
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whKjh were flooded with the yellow, metal But the 

apprehensioif was present tb their minds, *at the same 
time, that ggld once infported into^India^ould harcfly 
come out wh^n it was nee&ed by «ther countries. 

"Dnce more *th'e suppHes of the tWo metals have 
fallen short of th« world’s demand ai\^ silver has soared* 
to Jieights not r^^ached or approached even once in the 
coui^io of the past foVty-five years; j>ndi(jaice more the 
question arises if bimetallism may not be tried, 
particularly in view of the universa'l acceptance of the 
idea of the League of Nations and the scarcity ii the 
precious metals’ experienced through-out the w^rld. 
But the leading nations appear to think that they cat>( 
pul! their currency systemi? successfully through the 
present difficulties and need not bother themselves 
about a bimetalMc agree^nent. It is really worth while 
considering how far future demands of the world for 
the precious metals wHl he adequately met with suppltes 
and whether currency systems of nations ^ill stand 
the strain of a^probable scramble for the possession 
of the metals. , But saturated with gold, the U. S. A. 
dees not care for bicgetallism, and England does not 
feel interested in the problem. The former and France 
were at djne dn\e keen upon th‘e * silver question ’ but 
now' long accustomed the 'gold standard, they seem 
to have Ibst thair 61d keenness for bimetallism. Under 
these cirf^umstanbes, 'no one is thinking of the double 
standard and the hope is entertained that things will 
right themseWes in the near futu^ without any special 
efforts, such as an internationi^lpgreement for the use 
of the two metals for standard mopey. 

This poiht was specifically Vaised in the House of 
Commons in July last and the following questions and 
answers thereon dre instructive ; — 
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Mr, Stewart asked the Prime Minister whether, m* riew of t^e 
abundance of papef currency in .i^l countries at thoijinetjent time 
,a 4 ^d the general shortage of gold, he could see bis way to extend 
the terras of r^ereffce*(jf the Indi^an Currency Comniission go 
that they’ might be pternui^ed to enquire into the sil^r ciuestiou 
in Its entirety, with a view to finding out*vfhethe» more use 
^ould be made of silver as circulating medmng , and whether its 
position, whioh was dffistroyed»l>y the (lerman legislation of 1''73. 
could in any way tc* res^orod. 

Mr. Montagwf Thclindian Currem y Comiuitteo his h^en np 
pointed to consider certain questions roLatino; to India on which 
an early decision is needed. The nidrahers chosen are qpeciiilly 
quali^d to deal with these questions. The CorRmittce has aU 
ready taken an appreciable ameunt of cvidemve. It is not prai • 
ticable to enlarge the subjei t o* enquiry, as this w >uld involve 
the reconstitution of tiie presi ni **(’omrailtoe.^ would, require the 
new body to begin work .iga n .>nd -would seriously postpone the 
date of report. 

Colonel Yate : May I ask the Leader of the ‘House, to w'hoin 
the 'question is addressed, whether it is not ^^ssihlo to have anv 
enquiry made into tlie^last portion of the que-stion ? 

Mr. Bona|Law: Nobody Knows heU*cr than my hon. friend 
that complicated and dithcnlt questions are involved in his# 
suggestion. The answer of my right hon. fnedd shows that it is 
necessary td get an early decision on the other i.iatter, and that 
•would not be possible if this wt^re inclu,ded 

Colonel Yate . May I ask for a separate enquiry to go into the 
matter? 

Mr. Bonar Law : 1 whi bavi that coas|ddred. 

What will be the future of silver priees, is an ertre- 
inely interesting but difficult^queedion lo taoicls, but one 
in the solution of which all countries are directly or 
indirectly concerned, j^efore the War, the^annual* pre- 
duotion of silver in world was about 210 million 
ounces; and there is n,o reason to apprehend that with 
prices higher than those prevalent in pre-walV years, this 
Average output will not be maintained. The demand 
for silver In almost all countries increksed owing to the 
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requirements of war, while the output decreased, 
and even *ii! Great Britain, which coined one mil- 
lion £ worth* of silver t>n an avpiage, increased ifs' 
silver coinagf* t!b £ 7 Snd £ t8 millions •annually 
during the *war period". With the return of normal 
conditions, it is nCt unreasonable tp expect that th|^ 
dgnwnd will dipfinish notwifhstayding the fact thai 
•ilvef will be required* lo satisfy the^ w^inta^of backward 
countries which will be rapidly developed in the near 
future, in* Asia and Africa: At any ra^e, this latter in- 
crease in demand taken with the steadily diminil;hing 
requirements of European countries, need not main- 
tain silver prices ,at the present high levpi viz. 61 d. 
an ounce. 

a 

There is, hcfwever, ^mother factor governing the 
situation and it is the supply of gold. The cost of #pro- 
ducing the yellow metal, has recently^gone up and pro- 
ducers of gold in South Africa have been allolred to sell 
their produce in ♦he open market at rates higher than 
those fixed in Great Britain. Before the warr, world’s 
gold production had reached £ 100 million annually, 
and this quantity can certainly be maintained in the 
future. The t^zo'metals taken together are thus calcu- 
lated^ to satisfy the cuifrency hnd arts demands of the 
world for many a ySar to come, especially if the credit 
^system isirfast deVeloppd in the backward countries* 
But in the absence of an international agreement, in 
spite df the gftat effects of tbt ^war, there will be a 
scramble for the possession of th^iprecious metals ; and 
the leading statesmen of the world ought to consider 
seriously whether it is not possible to arrive at some 
arrangement by which this problem will be satisfac** 
torily solved. 
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It is intereBting in this connection to recalj some of 
th^ remarks made ^ 3 ; that redoubtable bimetallist, Mr. 
3^. Leightoru Jordan, in a fetter addressed to Mr. 
Asquith, tti^l912. Aft^ pointing out^ the » blunder ^e 
British Governm'ent had oomipittb(l in abandoning the 
double standard and the further blundet of introducing 

thlfe gold standard in India, he proceeds*:#— 

• * 

“ Is it wise— iPwil>hot say merely in th»» interest! com- 
merce, but rather In the interests of oivili.’ed Kovernment— to 
force such a substitution of gold for* silvtr .* China un^ others 
are exj^ected to follow the lead given by [ndU litM .lapan and in 
such case tho demand for Asia may easily became 100,(»00,000 /. a 
yeai* for a long time. Where is the gold to supply 1,000,(100,000 1. 
to Asia in ten years of a not distant futi.re>witlioi^t prospect of 

oreatinK disastrous scarcity in Jurope and America ^ The 

Government of India, by opening a sluice to turn the »gold sup- 
ply of tne world into Asia, have created a posiidon which make* 
it imperative for this country to retufn to tht»doub!e standard of 
value which was discarded by the legi.slaVi'^n (<f Mr. Gladstone 
and Mr. Low in the y^ar 1870.” * « 

The variations in the average price of silver hav» 
been as follows : — 


• 

Year. 

Bar Sdver per < >/. std 

1360 


1865 


1870 


1875 

*56’^ 

• 

1880 


1885 


1890 

47P 

1895 

*95 

1900 . 

*8i 

1905 




• The Standard of Value, pages t70-t7l. 
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B.ir Silverier Oa, std, 

nic 

24^ * 



ISK) • 

-23^?, 

lOlO'Ani^o^t 

• 

61.;^ 


Economists ajid fiilancfers were, at one time, inclir^ 
ed to think that tlw problem before trie worM was no^ 
one rfelatjng to the deficiency of the*pwoioys metals but 
one of superfluity, particularly of gold. Buf the outlook 
has now^ changed, a/id the bimetallic point of view 
requires serious'consideration. An alarm has aljjeady 
been raised againift India's obsorption of gold and the 
use of that metal in increasing quantities for the manu- 
facture of jew'eller.^. The following extract will be read' 
with intereist : — 

fa^Y YEARS’ ABSORPTION. 

Id their iK-eekly bullion letter, Messrs Samuel Montagu & fto. 
publish the following statistics with regard %o India as to the 
entry and exit of gold during the half century onding^with the 
/inanoial y*^ftr 1913-^4, calculated as a quin^iuennial aver.ige 



imports. 

^ Exports. 

•Net 

Imports 


£ 

£ 

£ 

1864 (kUo,1JJ68*69 ' 

’ 6,038 

^ 314 

5,724 

1869-70 to 1873-74 

* 3.107‘ 

179 

2.988 

1874 75 to 

. . ],482 

888* 

.594 

1879 8^ to 1883-84 

.e., 3,477 

83 

2,394 

1884-85 to 1888>89 

... 2,5#7 

839 

2,298 

1889 90 tot893-94 

2,966 

1 ^ 1,374 

l,-62 

1894 95 to 1898 99 

... 3,404 

;|^V,894 • 

1,510 

ISW-^OO to 1908-04 

... 8.66^ 

^4,514 

4,122 

1904-05 t8 1908 -09 

11,833 

*5,002 

‘ 6,231 

1908^10 to 1913-14 

... 81.858 

3,092 

18,766 


(lOOq omitted]. 
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The bet total ^absori'tion for the abovo mentioned !0 yiaM 
.imoimts to the larg( aggn.gatciof i:230,645,00(K As* the produc- 
‘tiun of the svorldf iurmg the calendar year* ended 1913 
amount^edjt < 5d,0(W). Indi^ absorbed ^uver 11 per cent* of 
thi* total. Although th^ absorption durinjj the Ust .iuiuque|Dij^ 
period is more than three times ^at during tlie first fnentioned, 
it represents an alnjrist similar percentage #f the world s pro* 
duction durfng these five yeA«, The coincidence is remarkable, 
considering that condilion* wore quU«> 4iffere&t . for.Mrtrinj^ tb/ 
former period, Indu possessed a free silver Mint, v^hile during 
the latter the Mmt^was closed to fro<‘ silver coinage, and. tbougb 
British sovereigns were legal tender, thAy coul^ be melted with- 
out '.Wegality The fact indicate* that India' I demand for gold 
is for the metal Itself, rather than for its utie .as a mediunJ of 
currency.* 

])uring the five years * 0 nding in 1914, India’s net 
private imports of gold were worth 144 crores and of 
silver, 36 crores of rupees. Tho correF^ponding figures for 
the next five years, 1914-19, were and 16 crores. Even 
Rs. 30 crores a year of imported»gold should not appear 
to be extravagant ; as in view, of India’s vast population, 
it is nothing, being less than oneruped in gold per head, 
per year, t’oreign nations could not send gold tolhdiain 
redemption of their indebtedness, and the void had to* be 
filled up by the imported of silve*; oi) Government ac- 
count for purposes of coinage. Governtheht also ac’ 
quired all gold imports into the douptry at fixed prices 
regulated from time to time in co/iftnnity. with the 
rising exchange. Between* Aifgust 4, 1914* and May,^ 
1919, the net amount of gold* an4 silver imported into 
India was as follows 

A 

Gold ... , £ 21,400,000 

Silver ... ... £ 516,202,000'std, oz. 

* Tbi* argument has been examined in Chapter XlII. 
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"•There is notiiing in these figures which should 
alarm any*bf)dy and the attempts which are made from 
time to time to make the flesh of. people in the 
creep with .exaggerated* accouits of Indfa’% morbid 
huITger for.the jfreciouc metals, is mosfT unfair and un- 
just. Even if thiey wish it, the alaripists and the 
jepts of Indi^’^ legitimate* aspirations *in currency 
makers*, fiave no po^^Sr to reduce h§r vpports of the 
precious metals unless they decide not to buy her raw 
materials. The remedy Hes not in forcing upon India a 
currency policy «he does not want but in other nations 
adapting themselVes to the altered conditions ol the 
gold and silver markets of the world. 



XVI. 

CONCLUSION.. 

“ The golA fcxcbanue stanlKird the nK'fost makeihift, only 
suitable f>r I eriods ot'*trfiiiF;ition frony<.Bilver^to a i/erfecliROI^ 
standard C^ermafcy celebrated her 1871 vi< tory by the adoption 
the gold 6<aadar^, and to this may be ascribed part of her 
vast industri il exp.:ns;oi' ^eT^^•een’l^Tl hud iy^4. fs it»uio much 
a*i that fcr Ini',.., n ntet^ral part the tnura))hauT British 
ComraonwealTb, th.;: h< r v ctur^ c< Iebrat oifv .should iiu lude not 
onlv as much pol t al seli-gove^rnru ui as can possibly !■»* obtain- 
ed, but those of economu r^i. rn;/ will stabilise 

the ’Oiiniry in a ueriod c chaifgeV ' — Jndt > 

It will jiot be necefesary, in this hi€r chapter, to do 
mo** than briefly sum up the concl,u?.ions which arise 
out of the discussion of the preceding pages and to 
arrange tiiem in three classes, th^e Past, the Present and 
the Future. 

Thfi Past:—(\} Indiai; people were accustomed, for 
centuries, to the use of^both go|jl and silver for purposes' 
of currency and the coins made of^ the two metals cir- 
culated side by side. '*(-) Owing to the vastaess of the 
country and the large nun\ber df#princos and chief! that 
ruled over its different parts, there ^^ero numerous coins 
in circulation. The East Indja Oi5rapany •attempted,'' 
when large portions of the Country came under its rule, 
to evolve order out of ..the chaos caused the multii^Ii- 
oity of coinage and , ♦^rly in the 19th century, esta- 
blished the silver nip^ee as*the only legal tender in the 
country. Gold coins still circulated and 4rere received 
at Government treasuries at-fixed ratios with ^he rupee 
hut gold was finally demonetised in *tbo 1558 and the 
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Indian i^ystem became pure silver moncynetallism. (3> 
Government was urged in*the sixtj^^ to admit gol(j^^o 
legal tender 'along witfi ^silver blft fefu^d. (4) Then 
the a'ppreoi^tion of god an!! the steady fall in the 
sterling vfilue o*t gold.*’ The loss the Government sus- 
stained on its Remittances jf home chajges and fh^* 
fjrt/ying jincer^intie^ of sterling •exchange, led to fhe 
closing'of the mints to the free coinage silver on the 
advice of the Herschel Committed of 1893. (5) The 
exchange having be*en prevented from falling further 
and even raised by the limitation of supply, the^i’owler 
Committee recommended the adoption of the •gold 
standard aijd the minting of the sovereign as leg«A» 
tender money. This advic^ was accepted in 1899 and 
the gold standard was introduced. (6) But the policy 
of Government^ ^steadil/7 drifted towards a gold ex-^ 
change standard, sfod it was satisfied with the rup^e as 
a token currency whpse convertibility for remittance 
purposes was provided for by the building up* of the Gold 
Standard Reserve out of the profits on rupee coinage. 
(7) This system was approved as eminently^suitable to 
the conditions of India by thp Chamberlain Commis- 
sion of 1913, though it admitted that it was a departure 
from the 'po^ioy advocated by the Fowler Committee 
and accepted by Govcrhment at the time. 

The, Fr^mt, (l) The Indian currency and exchange 
system thus develo|>e'd« would have gone on with the 
slight modifioatf(pQ8 suggested by the Commission of 
]!913^}ut the 'intervention of the War necessitated re- 
consideration. (2) The Curren^, Committee appointed 
by the Secretary of State was, however, instructed to 
restrict itself to the examination of the effeots of the 
War uf)on the Indian system and practice and to reoom- 
mend how a readjustment should be brought about 
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wittfbut changing the Efxihange Stanjiard •and with a 
view to strengthfin it. (3) During the war.iinnlt^iv as a 
ejiyult of India's otftyliribution tq the prosecution of the 
^truggle^.o'jilfavouratje tradc^balance »was abnorraaliy 
large and could siot be met by tbn imports of the 
cious metals which were compelled by fhe (roveniineat. 
(4j The prico of sil'^er steadily rose til), it now eiceeds 
61d- an oz. as against* 24d. before Vhe wa^ and ^old lalsdf 
became exceeffingfy dear. The circulation of notes like- 
wise increased frov 66 croves to over 163 crores, an 
increaee of 150 per cent. In spite of th^ is.suo of one 
rupee and two and half rupee note.', the amount of the 
formfer being more than 10 crores, the demand for rupees 
heavy and owing to appreciation j<»f siiver, the ex- 
change was steadily raised from Kid. to 22d^ (5) The 
security portion of the Taper Curren/jy Reserve has 
(Tisen from 14 crores before the War toj about 9S cre res 
and therefore the r^tio of the metaMic backing to tho 
note issue Ijas considerably decliiAnl. (6) The exchange 
situation in England, France aird other European court- 
tries has recently become acute. Tie sovereign is 
worth only 17s. in America and the franc has also 
lost its value. The position in ftidia was in no way 
better. Owing to the uncertainty and instability of our 
exchange, export trade was ,paral^zed and t1ie*Secre|ary 
of State was urged to take prompt» measures to set 
matters right. (7) The embargo ujponjgold waa taken 
off in IT. S., and South African pre/duoars were allowed to 
export gold and sell it in the opanf> maij^et at sntes 
higher than the rat^ fixed by the Bank of Englancf. 
(8) The Government of ^ndia recently decided ^ell 
goldwto the public to sa4ift/y the demand in Jho c ountry 
for the yellow metal, whose price had risen high 
owing to its scarcity. 
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)The FiiUiro. <1) Stability* <5f ^exchapge has bef 
restored ai^d^thc rate has to be fixed at*a suitable level- 
(2) Tlie fl*ee imports of tjjie precioue •metals will 
long way in relie,ving the eituation. * ( 5 ) AlRspi^ption of 
to reAi^e ^ncashpient of notes wben it is not pos- 
sible for Governme.nt*topr?>vide rupees has been suggest- 
ed as a remedy. and (4) another ftmedy# is to issjjje* 
figfit- weight coihs. But this lattef measure will not be 
of immediate use because by*Gresham^ la^ the existing 
rupees will be driven out.of circulation. (5) The issue 
of large quantities of subsidiary coins with small fmetal 
contents, it is believed, will meet the demand for cur- 
rency to a large extent, and taken along with* free 
imports of gold, |t is felt, will relieve the situatiori? 
(6) Debasement and inconvertibility of notes are reme- 
dies to be adopted in the last resort and as mere tem- 
porary measures nnd^o fmeet a critical situation^ and' 
we must distinguish from them the regular and es- 
sential features with which our currency ^vstem has 
tf be endowed. (7) For this purpose we do not think 
that there is any lilternative to an effective gojd standard 
uplesB it be bimetallism. Gold must be freely imported 
Euad India must have^ a .gold *^mint for which Lord 
Hardinge'fS GovarniXient made a strong case years ago* 
Moljors w^re recently (joined in the Bombay mint as a 
temporary measure to relieve monetary stringency and 
the establishment^ of an Indian Gold Mint ought no 
longer td* be delayed/ (8> Subsidiary coins of a metal 
othe\ than s^ver $hc^:ld be issued in sufficiently large 
quantities so as to relieve the pressure on rupee cir- 
culation. (9) Measures should pe taken to issue gold 
notes and tq expand the circulation of notes of small 
denomi|iation8 but the latter must be accompanied by ex- 
tensive facilities ni encashment throughout the country* 
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m The establiehnfe^t of a central bank can ^no 
longer be delayed The Presidency Baiiks seein^to have 
th^^uestion of amalgamation u^der serious considera- 
VSon- Schem as in'corihection jp'ith sucj;^ ah institution 
have already bepn threshed out and ^ foif *the pronsK 
mobilization of our capital and moaey, for th^ manage- 
mentof pape’^. currency and^for the financing of our trade, 
bofti ways, a central Or State bank»js an^ urgeut,ne^«s-t* 
sity. (11) Wliln shch a bank comes intorexisteftce, we 
hope it will be abl^ to pm ap end to the monetary 
stringency that periodically occurs In the counfry and 
will talft up all the banking business which is at present 
done hy Government in this country and in Rngland. 

If Mr. Montague’s Currency Com pittee^is not in a 
position to deal with these iAiportant matters, a strong 
Commission ought to be immediately appointed to dis- 
couss the problem thoroughly in all its aspects. (13) In 
any case, India must be endowed wi*il a currency and 
exchange system, w\iich is sound and automatic, such 
as all progressive countries ^possess, and not an 
change standard, under which our money con.«ists of 
tokens linked up with gold by special arrangements. 
(14) The Indian exchange and currency 'system mus^t 
be such that it will pr^ve conduci'^e to the jeconomic 
Jirosperity of the people whqse interests alohe* it should 
subserve to the exclusion of othdr interests and con- 
siderations. 
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